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PEOs: Good for Businesses
and Their Employees

Introduction

This report, highlighting the effects that partnering with professional employer organizations (PEOs) has on small and mid-sized businesses and their
employees, is the fifth in NAPEQ's series of white papers designed to help the general public and the small and mid-sized business community better
understand the economic impact and value of the PEQ industry. It uses comprehensive survey data from both small and mid-sized business owners
and their employees to examine the differences in a variety of key areas between companies that use PEQs and comparable companies that do not
use PEQs. The analysis focuses on the following key areas: business success (financial, as well as competitiveness, innovation, customer service);

multiple components of a company’s work, learning, and leadership environments; employee satisfaction/engagement/turnover; satisfaction with

PEO services (asked of PEQ clients only); and business owners’ concerns about meeting various business challenges. The analysis finds that working

with PEQs yields a broad range of positive effects for PEO clients.

Quick Summary

Advantages of Using a PEO for Small and Mid-Sized Businesses

Annual median revenue growth for PEQ users was twice that of comparable non-PEO firms;

Expected annual median revenue growth for PEO clients is 40 percent greater than that of comparable non-PEQ firms;
PEO client firms were 16 percent more likely to report an increase in profitability; and

PEO users are significantly less concerned than non-PEQ users about their ability to handle key business challenges:

o Hiring employees (45 percent of PEO clients reported this was a “moderate” or “major” concern, versus 70 percent of non-PEQ firms);
o Increasing revenues (73 percent of PEO clients reported this was a “moderate” or “major” concern, versus 90 percent of non-PEQ firms); and
o Raising capital/funding (18 percent of PEQ clients reported this was a “moderate” or “major” concern, versus 45 percent of non-PEO firms).

Advantages of a PEO for Employees

Compared to employees working in businesses that are not PEO clients,
employees working in businesses that are PEQ clients are significantly
more likely to report that their employer:

e Demonstrates a commitment to them as employees (average response
was +8 percentage points higher);

Has good hiring practices (+8);

Has good HR policies and practices (+5);

Does a good job of designing employees’ jobs (+4); and

Provides employees with good training and development opportunities
(+4).

Employees of PEO clients also report significantly higher scores on key
measures related to employee satisfaction and confidence in company
management:

Levels of employee engagement (+5);

Intention to stay with their current employer until retirement (+8);
Belief that employer is taking the right steps to be competitive (+8);
Trust that employer is supporting employees in delivering excellent
customer service (+7); and

e (Confidence in employer’s approach to growing the company (+5).

Business Owner Assessment of PEOs

e 98 percent of business owners who are PEQ clients would recommend
a PEOQ to a small business colleague.
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Section One
Analysis of Business Owner Survey Results

The analysis reported in this section is based on data that business owners provided through 2222222222
a business-level survey completed as part of signing up for the free employee survey service 2222222222
(see Section Three: Methodology). Except where otherwise noted, this analysis used the main i i i i i i i i i i
comparison set described in the Methodology section (Set #1).! 22222022222
. - 2222222222
Clients’ direct assessments of PEQs 212222222122
As part of the business owner survey, we asked those respondents who are PEQ clients questions i i i i i i i i i i
about three aspects of their experience while being a PEO client. The results were: 22222222

Business success: growth and profitability
The business-level survey also asked multiple questions about revenue change and profitability:

¢ The approximate percentage change in the company’s revenues from 2015 to 2016;
e The approximate expected percentage change in the company’s revenues from 2016 to 2017,

Comparison Set #2 (which excluded not-for-profit firms, as described in the Methodology section)
was used for this analysis to ensure that effects on profits and revenues were calculated using 5
only for-profit companies.

We found substantial differences for all three items, with results higher for PEQ clients than for
non-PEO clients: PED el s

. 5 )
98 percent would recomm_end aPEOtoa small busmes_s coIIeagug, - PEO clients who would
70 percent report that their revenues have increased since becoming a PEQ client; and

66 percent report that their profitability has increased since becoming a PEQ client. recommend a PEO to a

small business colleague

PEO client firms'
median revenue growth

and twice non-PEO firms
Whether the company’s profits decreased, stayed about the same, or decreased from 2015 to
2016.

non-PEQ client firms

PEO client firms" median revenue growth® from 2015 to 2016 was twice that of comparable

non-PEQ firms (10 percent versus 5 percent);

PEQ client firms' expected median revenue growth from 2016 to 2017 was 40 percent greater than that of comparable non-PEQ firms (14 percent
versus 10 percent); and

PEQ client firms were 16 percent more likely to report an increase in profitability from 2015 to 2016 (58 percent versus 50 percent).

Business success: employee turnover

The business-level survey also asked about voluntary and involuntary turnover, but we did not find any statistically significant differences in turnover
measures between PEQOs client firms and non-PEQ firms.*

However, in light of our previous analysis for NAPEQ, “Professional Employer Organizations: Keeping Turnover Low and Survival High,"”® which was
based on a very different and much larger data base and found that PEQ clients have employee turnover that is 10 to 14 percentage points lower than
non-PEQ clients, this lack of difference in turnover can likely be attributed to the heterogeneity of the sample (and its smaller size).

Business owners’ ability to meet various business challenges

In the business-level survey, business owners were also asked about their level of concern about a number of issues that affect business operations
and success.

Throughout Sections One and Two, those comparisons of PEO clients and non-PEQ clients that are statistically significant at a 90 percent or greater confidence level are specifically
highlighted as “significantly” higher or lower. Other differences that do not meet the usual threshold for statistical significance are also discussed and can still be considered
meaningful. Such results are especially typical in relatively small sample sizes like the ones used in this analysis, as discussed in additional detail in the Methodology section.

Although it would be an overstatement to attribute all of the increase in PEQ clients’ revenues and profitability to PEQs (because firms typically grow and become more profitable
with the passage of time), these findings are consistent with the other growth and profitability findings, described in the section that follows.

For measures with wide ranges (such as revenue growth or profitability) in small samples such as the one used in this analysis, the median is typically a more reliable measure
than the mean, as it helps to ensure that one or more “outliers” do not have a disproportionate impact on the average (outliers can have a major effect on the mean but not on the
median).

This was the case for comparison Sets #1 and #2, as well as the entire sample of 101 companies.

Laurie Bassi and Dan McMurrer, “Professional Employer Organizations: Keeping Turnover Low and Survival High,” NAPEQ White Paper, September 2014, www.napeo.org/docs/
default-source/white-papers/napeo-white-paper-2-sept-2014-final.pdf?sfvrsn=6.




Most of the differences between PEO client firms and non-PEQ firms indicated lower concerns among PEQ clients, but most were not statistically
significant.

Three concerns did generate statistically significant differences when comparing PEO clients to non-PEQ clients. In all three cases, there was less
concern among business owners who were PEO clients:

e Hiring employees (45 percent of PEO clients reported this was a “moderate” or “major” concern, versus 70 percent of non-PEQ firms);
e Increasing revenues (73 percent of PEQ clients reported this was a “moderate” or “major” concern, versus 90 percent of non-PEO firms); and
e Raising capital/funding (18 percent of PEO clients reported this was a “moderate” or “major” concern, versus 45 percent of non-PEO firms).

Section Two
Analysis of Employee Survey Results®

The analysis reported in this section is based on employee survey data collected from 1,588 —

employees—1,143 of whom warked in PEO client firms and 445 of whom worked in non- 1 ..

PEO firms.” A brief word on scoring for the employee survey: All but one survey question was
presented as a statement for which respondents were asked to select their level of agreement,
ranging from “strongly disagree” (scored as 0), “disagree” (25), “neutral” (50), “agree” (75), or m m
“strongly agree” (100). Most discussions of the survey results below refer to the average score on
a question or category of questions, with average scores ranging from 0 to 100 as indicated.

Business success factors: competitiveness and innovation I|I|||| g s
The employee survey included four questions that asked employees to evaluate their firm's

actions on what might be considered “summative” business success factors: taking steps to be ENABLING GROWTH

competitive, to provide excellent customer service, to grow, and to be innovative (see Table 1).

On average, scores were 7 percentage points higher on these Table 1 PEOQ Versus Non-PEO Clients, Average Scores (0 to 100), Employee Assessments
questions from employees of PEO clients. The differences in of Business Success Factors
average responses between the two groups of employees were PEO Clients  Non-PEO Clients _ Difference
statistically significant for three of the four questions.? Our company is taking the right a 63 +9
steps to be competitive

- . . . . Our company is taking the right steps Al 66 +5
These findings are consistent with the expectation that busmess to enamgouyr businesgs to grfj’w P
owners who are PEQ clients do not need to spend as much time Our company is innovative 72 66 +6
dealing with “people issues,” and therefore have more time to Our company’s work environment 73 66 +7

supports employees in delivering

focus on their core businesses, making them better able to take . .
Superior service to our customers

steps to position their businesses to be competitive and successful.

Quallty of HR practlces . Table 2. PEO Versus Non-PEO Clients, Average Scores (0 to 100), Employee Assessments
Three survey questions asked employees to evaluate the quality of Quality of HR Practices

of HR practices at their businesses. Across the three questions,

. PEO clients  Non-PEO clients  Difference
on average, PEO clients had responses that were 7 percentage

. ) ) Our company has clear HR policies 70 61 +9
points higher than those from non-PEQ clients (see Table 2). I know who to contact to get a2 77 5
Differences in average responses were statistically significant help if I have questions about my
for all three items. company’s benefits

| feel comfortable | have someone 68 62 +6

to talk to if | have an HR problem

These findings confirm that PEOs help their clients do a better

job on the “people side” of their businesses.

Employee engagement and intent to stay

Two survey questions gauge employee satisfaction and engagement (see Table 3 for average scores), while a third question asks about employees’
intent to stay working for their employers® (see Table 4 for percent selecting each response option). Qverall, the average score on these three

6 Although the analysis reported here is based, unless otherwise noted, on the main subsample of 60 firms (using comparison Set #1, as discussed in the Methodology section), the
results are quite similar to those that we found based on the entire sample of 101 firms (for which the firms are not quite as comparable across the PEO and non-PEQ groups), as
well as for comparison Set #2 (for-profit firms only).

7 These numbers reflect responses included in the main comparison Set #1. The entire sample included 3,054 employee survey responses (2,457 from PEQ clients and 597 from non-
PEO clients).

8 Only the differences for “our company is taking the right steps to enable our business to grow"” did not meet the statistical test for significance.




Table 3. PEO Versus Non-PEO Clients, Average Scores (0 to 100), Employee Engagement

PEO clients Non-PEO clients  Difference
| would recommend our company to 73 68 +5
my friends as a good place to work
Our company inspires my very 7 67 +4

best performance

Table 4. PEO Versus Non-PEO Clients, Employee Intent to Stay

% of Respondents Selecting Each Option

How long do you expect to PEO Clients  Non-PEQ Clients  Difference
work for your company?

I'intend to leave as soon as | can 3% 3% 0%
find another job

| expect to leave sometime in 8% 14% 6%
the next year

| expect to be here for at least 28% 31% -3%
a few more years

| expect to be here for many 32% 32% 0%
more years

| expect to work here until | retire 29% 21% 9%

Table 5. Employee Intent to Stay, by Length of Time Business Has Been PEO Client

Average score*®

Not a PEO client 64
Less than 1 year 66
1to 5 years 69
6 years or more 71

*

Score is average response on 0 to 100 scale, where 0 corresponds to “| intend to leave as
soon as | can find a new job” and 100 corresponds to “I expect to work here until | retire.”

Table 6. PEO Versus Non-PEO Clients, Average Scores (0 to 100), Summary Categories

PEO clients  Non-PEO clients  Difference
Overall Average (all survey questions)* 69 65 +4
Leadership Environment 69 69 0
Behaviors 69 69 0
Communications 70 69 +1
Work Environment* 67 62 +5
Accountability 68 65 +3
Commitment to Employees™ 67 59 +8
Conditions 73 72 +1
Hiring Practices™ 59 51 +8
HR* 72 67 +5
Job Design® 69 65 +4
Processes 64 59 +5
Learning Environment n 67 +4
Formal* 69 64 +5
Informal 72 69 +3
Employee Engagement/Intent to Stay* 71 66 +5
Business Success Factors* JAl 65 +6

*

Asterisks indicate those categories with statistically significant differences in average scores
between PEQ clients and non-PEO clients.

Figure 1. McBassi People Index: Environments and Factor
Categories

Leadership Learning
Environment Environment
Behaviors Formal

Communications Informal/Social

questions was 5 percentage points higher for employees in
PEO client firms compared to their peers in non-PEQ firms. The
difference in responses between the two groups of employees
was statistically significant for the intent-to-stay question.

We also found that intent to stay varied with how long a
business has been a PEO client (see Table 5).

Overall, the findings on engagement and intent to stay suggest
that PEOs are able to help business owners create a more
engaging work environment by better management of the
“people side” of the business, combined with an improved
ability to focus on the factors that drive business success (see
the items in Table 1 on page 4), and that some of these impacts
may increase the longer a business has been a client of a PEO.

Work, learning, and leadership environment

Most of the questions asked in the employee survey were
drawn from the McBassi People Index, which is an intensively
researched measurement system designed to quantify key
elements across a wide range of an organization's people-
related environment.

The conceptual framework that serves as the basis for

the employee survey is displayed in Figure 1, above.’ The
framework consists of three environments on the “people
side” of an organization that combine to drive business results:
leadership, work, and learning.

It was our expectation that largest difference in responses
between employees in PEQ client firms and their peers in non-
PEQ firms would be found in the Work Environment category,
followed by Learning Environment. We did not expect to find

significant differences in the Leadership Environment (because PEO services are not typically designed to address issues such as supervisors’
behaviors and communications, which make up the Leadership Environment category)."" Indeed, this is precisely the pattern we found (see Table 6).

9 The "intent to stay” question is the one question on the survey that uses a different response scale than the “strongly disagree” (0) to “strongly agree” (100) 5-point scale used for
all other items. Table 4 therefore reports percentages by response rather than the overall average score. For comparison purposes, the average scores on this item, using the same 0
to 100 scale, were 69 for employees of PEQ clients and 63 for employees of non-PEQ clients.

10

In addition to our six standard Work Environment categories, as indicated in this figure, we added one new category for the NAPEO employee survey. The “HR" category was added
in order to be able to directly examine differences between PEQ clients and non-PEQ clients on employees’ assessments of HR policies and practices.

The six questions in the Leadership category in the employee survey related to supervisors: the extent to which they eliminate barriers to effective work, exhibit principled and
ethical behavior, seek and use employee input, provide frequent feedback, communicate clearly, and facilitate free communications.




Table 7. PEO Versus Non-PEO Clients, Average Scores (0 to 100), Survey Questions with
Statistically-Significant Differences

Factor PEO Non-PEO

Category Question Item Clients Clients Difference

Formal Learning | have opportunities to gain new 73 68 +5
skills or extend skills | already have

Formal Learning  Learning and employee development 67 60 +7
are valued and rewarded

Informal I have quick access to the information 73 68 +5

Learning | need to do my job effectively

Accountability ~ Employees are held accountable 70 64 +6
for producing quality work

Commitment My job is secure 69 62 +7

to Employees

Commitment Our company’s employee benefits 66 56 +10

to Employees are generous

Hiring Practices  New employees receive 59 49 +10
adequate orientation

Hiring Practices  Our hiring process results in the 61 52 +9
best candidate getting the job

HR | feel comfortable | have someone 68 62 +6
to talk to if | have an HR problem

HR | know who to contact to get 82 77 +5
help if | have questions about my
company's benefits

HR Our company has clear HR policies 70 61 +9

Job Design Our company does a good job 67 61 +6
of clearly defining the skills | need
to be successful

Work Our company has well-defined 64 57 +7

Processes processes for getting work done

Employee How long do you expect to work 69 63 +6

Engagement for your company?

Business Our company is taking the right A 63 +8

Success steps to be competitive

Business Our company’s work environment 73 66 +7

Success supports employees in delivering
superior service to our customers

Business Our company is innovative 72 66 +6

Success

in this report.

This table contains the list of all employee survey items with statistically significant differences
between PEQ clients and non-PEO clients. Some of these items are also included in other tables

The specific survey questions (17 of the 32 overall questions)
for which there was a statistically significant difference in the
response of employees in PEO client firms and those in non-PEQ
firms are noted in Table 7.

Section Three
Methodology

Analysis sample

The project was designed specifically to collect comparable
data from both PEO clients and comparison groups of non-PEO
clients on the measures discussed above, thereby enabling us to
compare the two groups across multiple categories.

To create an incentive for businesses to provide the information
needed for this study, NAPEO and McBassi offered a free

2017 employee survey (including a detailed results report with
benchmarking comparisons) to any business that did both of the
following:

e Enrolled in the survey by completing a business-level
survey with questions on a variety of financial measures
and other elements related to business owners’
perspectives; and

e Invited its employees to respond to a 32-question survey
and receive responses from at least 50 percent of the
employees invited (with five or more total responses).

NAPEQ member PEOs represented the primary distribution
vehicle for the employee survey offer.™ The participating PEOs
offered the free survey to their clients and were asked to

offer it to non-clients as well. In many cases, these “non-
clients” were either prospective clients or ASO (administrative
services only) clients from another branch of the PEQ. Such
organizations represent particularly appropriate comparisons
for PEO clients because both prospective clients and ASO

clients known to participating PEOs would be expected to share many qualities, both tangible and intangible, with PEO clients.™

The project, including the surveys of business owners and their employees, was conducted from April through June 2017.

Sample size

A total of 101 firms met the standards listed above, of which 71 were PEQ clients and 30 were not PEO clients.™ The firms then filtered using two
different criteria to ensure that our comparisons used groups of PEQ client firms and non-PEQ client firms that were similar to one another:

e Main comparison set (Set #1): The first filtering process eliminated from the analysis group any business that did not have at least one similar
business in the comparison group. “Similar” was defined as being in the same economic sector (i.e., same industry) and having a number of
employees that was between 50 and 150 percent of the number of employees for at least one corresponding business in the same sector. This
filtering process left a sample of 60 firms, 40 of which were PEO clients, and 20 of which were not PEO clients.

12 Overall, 31 of the 32 questions had a positive difference (higher score for PEO clients than for non-PEQ clients). The one exception was “I freely communicate my opinions and ideas
to my supervisor,” for which average scores were slightly higher among non-PEO clients.

13 Atotal of 12 different PEOs generated at least one participating business that met the standards above. Most participating PEOs made the offer available widely to their client

bases.

14 To help increase the sample size, additional efforts were made to recruit non-PEQ clients through other entities as well (primarily through McBassi and NAPEO contacts), although in
the end only 10 percent of non-PEQ clients in the sample came from efforts outside the main PEQ distribution channels.

15 The non-PEQ client group includes three companies that had been PEO clients for two months or less at the time of enrollment. Because the impact of PEOs on these new clients
would be expected to be minimal in early months, we included those companies in the non-PEQ comparison group for the analyses.




The SIZE.S of these tW(,) g,rOUpS Wer? large enoth for ,Valld Table 8. Characteristics of Companies in Main Comparison Set
comparisons and statistical analysis. They were relatively % of PEO % of Non-
small samples by the standards of social science research, Category Characteristic Clients PEO Clients
however, and any statistically signiﬁcant ﬁndings that Industry Sector  Healthcare and Social Assistance 43% 35%
emerged were therefore particularly notable in light of Professional, Scientific, and Technical Services 28 15
S . . S . Finance and Insurance 13 15
the difficulty in finding statistical significance in smaller Retail 8 10
samples.'® Information S 15
Other 13 10
This main comparison set was the sample used for most of #FT Employees 510 20 23 30
Lo 211040 55 55
the analyses described in this paper. n 2 15
Year Founded 1980 or earlier 20 15
e Comparison Set #2 was used only for comparing financial 1981 to 2000 45 30
outcomes from business owners, and therefore included only | — ALV O 2 2
. . . . Firm Type For-profit 90 80
for-profit businesses (i.e., the not-for-profits were removed Not-for-profit 10 20
from Set #1 to create Set #2). This left a sample of 52

businesses, 36 of which were PEQ clients and 16 of which
were not PEO clients.

As seen in Table 8, the general characteristics of the 60 firms in the main comparison set are roughly comparable between PEO clients and non-PEQ
clients.

Business outcomes examined

As noted above, there were two components to a company’s participation in the project: a business-level survey and an employee survey. We used
data from the business-level survey (i.e., the business owners’ enrollment form) to measure how the following outcomes varied between PEQ clients
and non-PEQ clients:

e Clients’ direct assessments of PEOs (PEQ clients only);

e Business success: growth and profitability;

e Business success: employee turnover; and

e Business owners' ability to meet various business challenges.

We used data from the employee survey to measure how the following outcomes varied between PEQ clients and non-PEQ clients:

e Business success factors: competitiveness and innovation;

e (Quality of HR practices;

e Employee satisfaction; and

e Multiple other elements of an organization's work, learning, and leadership environment.

Conclusion

The results described in this paper, based on data collected directly from both business owners and their employees, indicate that PEOs have a
significant positive impact on their clients in a variety of important ways.

The findings show that PEQs help their clients achieve better revenue growth and profitability. Clear results also illustrate that they help to improve
their clients” HR policies and practices, employees’ work environment and satisfaction/engagement, and businesses’ ability to focus on factors that
drive business success. PEQ clients also overwhelmingly indicated they would recommend PEQ services to small business colleagues.

The overall pattern of results is important as well in helping to confirm the nature of the analytic results. In particular, substantial and positive
differences were found on many of the specific issues that PEQs focus on, while no significant differences were found on many other issues not
directly targeted by PEOs. Analytically, the expected lack of differences in some areas serves to underscore the existence of real differences
elsewhere. In other words, it's not just that the PEQ clients have higher scores on everything in the analysis—their higher scores illustrate the
specific impacts of PEQ services.

16 Throughout the paper, those results that are statistically significant at a 90 percent or greater confidence level are specifically highlighted as “statistically significant.” Because of
the relatively small sample size, many other results and differences between groups do not meet the statistical definition of significant. Many of those results are discussed in the
paper and can still be considered meaningful as well. Statistical significance for employee survey items was calculated at the business level, not the level of individual employee
responses (meaning the sample size was 60 for all calculations using the main comparison set).
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