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James River Consulting LLC www.jamesriverllc.com
Expertise in IT and business-to-business services contracts
Former general counsel and in house lawyer for corporations

• Wrote and administered employee manuals, sales compensation 
programs

• Administered co-employment for medium size IT services company 

Integrated Staffing Inc. www.integratedstaffing.com
Founded 1998
Payroll administration and human resources consulting services
Expertise in all models of HR, employer and administrative outsourcing
Expertise in State and Federal compliance
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Industry Figures

– HR outsourcing to the small market is a staggering $44 billion per 
year1

– 5% of U.S. small businesses with 50 or fewer employees utilize a
PEO for managing their HR administration1

– Companies outsourcing HR can reasonably expect 10-20% cost 
savings according to IDC analyst Linda Rowan

1 IDC Special Study, "HR BPO and PEO Outsourcing Options for the Small Market" (IDC #205128; January 2007)
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Spectrum of Outsourcing Relationships
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Four Major Service Areas

KEY DRIVERS
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Risk Management Issues
Pricing

– Schemes-PEO, HRO
• Percentage of Payroll
• Bundled Fixed Price Per Employee
• Fixed Price Baseline with Increase Charges/Reduction Credits
• Others: Unit Pricing-ASO, Hourly Rate-Staffing

– Guiding Principles:
1. Fixed prices benefits customers, depending on what is included.
2. Cost based pricing and hourly charges benefit vendors and are 

justified in limited situations, E.g., lift and shift unique processes, lack of 
data on which to calculate price

3. Volume and usage based pricing are more closely related to value and 
should be used whenever possible, E.g., assessment and operations 
data, standardized and automated services
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Risk Management Issues
Costs

Direct Costs-PEO, HRO
• Pass Ons: What costs are passed on under the outsourcing model?  E.g., 

withholdings, insurance premiums, benefit administration costs
• Cost Adjustments: Are future cost increases built into the pricing?  E.g., 

insurance premiums  What about future cost decreases?
• Extraordinary Fees: Are there extra fees for non-recurring work?  E.g., 

turnover
• Late Payment Charges: Are there penalties for customer’s failure to meet 

responsibilities?  E.g., late payroll
• Carve Outs and Backsourcing: Can individual HR features be carved out 

or brought back inside the company?  E.g., Workers Comp insurance

Two Key Q’s: 1) What is included? 
and 2) What can be controlled?
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Risk Management Issues
Costs

Administration Costs-PEO, HRO
• Transition What are the estimated costs of the outsourcing? E.g., training

on new HR processes, IT systems integration
• Account Management Who monitors performance and handles 

complaints? E.g., Timely processing of new employees, unpaid sick leave
• Termination

Indirect Costs-PEO, HRO
• Legal and Professional Services Who pays third party professional fees?  

E.g., advice, audits, investigations, administrative hearings, litigation

Gray Area
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Risk Management Issues
Liabilities-PEO, HRO, ASO, Staffing

Allocation of Risks:  Indemnification, Liability Insurance Limits, Specific Events
Liabilities-PEO and HRO

Government and Legal Compliance:  Customer Liability Continues
– IRS
– FLSA, FMLA, State Wage Laws
– State Workers Compensation and Unemployment Claims
– EEOC
– OSHA
– ERISA

Liabilities-PEO Only
Customer’s Customer’s Claims: E&O, IP & Data Theft and Loss, Unauthorized Disclosure, 

Security Breach
Employee Contracts and Policies: Non-Disclosures, Non-Competes, Outsourcing Customer 

Claims
Internal Threats: EPLI Claims (Employees Claims Against Employers)
External Threats: Poaching, Labor Organizations
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Risk Management Touchpoints
Lifecycle
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Risk Management Touchpoints
Touchpoints

1. Understand HRO & PEO Is outsourcing something the company wants?
– Relationship Alternatives and Features
– Risks

2. Internal Assessment Will the benefits of HRO and PEO outweigh the risks?
– Feasibility Analysis:  Management, Employees, Customers, Regulators, Investors
– Cost Analysis:  Hard, soft, management
– Model:  PEO, HRO “Lift and Shift” or Standardized Services, ASO, Staffing
– “Must Have” Terms, E.g., Compliance indemnity, fixed price

3. Sourcing Which HRO or PEO vendor best fits the risk objectives?
– Vendor Qualifications, E.g., Offerings, pricing schemes, conflicts of interest
– Vendor Assessment of Customer, E.g., HR management (policies, processes), 

personnel records, historical data (turnover and accidents)
– Online PEO Brokers?
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Risk Management Strategies
Risk Touchpoints

4.  Negotiation What are the key risk management terms HRO or PEO contracts?
– Major “Gives and Takes”
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Risk Management Strategies
Risk Touchpoints

5.  Management How can risks during HRO or PEO services be best managed?
– SLAs and Transparency
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Conclusion

Know your company, E.g., activity based costing, assessed 
operations, value opportunities
Know what you want, E.g., HRO, PEO, a la carte
Give providers transparency into company including “skeletons”
Risk management happens before, during and after the outsourcing
contract
Contracts must spell out everything, don’t leave issues to chance
Know what you are still legally responsible for


