The revenue ratios increase even more and may be more
consistent with what a third-party user might expect to see in the
service sector industry.
When we review each revenue ratio and each revenue
reporting concept, the need for consistency and comparability
becomes very clear. Significant differences appear between
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income statements are all based on the same information;
the only difference is how revenue is calculated. This
illustrates the problem the committee is seeking to
address and resolve.
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Simplified Financial Statements:
A Financial Rosetta Stone for PEOs?
While there is no clear guidance on how to calculate PEO
revenue, there does appear to be a trend.
The bottom line in the graph in Figure 7 shows a clear
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Operating Statistics Survey. We are seeing and can expect a
slow and gradual increase in the percentage of PEOs that do
some form of net revenue reporting. The top lines represent
the percentage of PEOs that indicated they prepare a formal
budget and are audited.
Taken with the net revenue reporting lines, these lines
suggest that there may be some correlation between audits,
budgets, and net revenue reporting.
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continue to exist. The concepts being discussed by the committee
represent an opportunity to provide the industry with improved
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statements that will allow for greater consistency and comparability
between PEOs and less confusion for third-party users.●
Pam Clearwater, CPA is vice president, finance, for Merit
Resources, Inc., Des Moines, Iowa, and serves as chair
of NAPEO’s Accounting Practices Committee. Adam
Peer is director of state government affairs for NAPEO,
Alexandria, Virginia.

When Considering Handling a PEO Sale, I Look For…
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a successful PEO sale, these are the three components I feel are
most important:
t 5IFJOUFHSJUZ WBMVFT NPSBMT CFMJFGT BOEFUIJDTPGUIFTIBSFholders, senior management, and employees of the PEO. This
is by far the best predictor of success in my ability, and choice,
to represent a selling PEO. As my mother always said, “Birds
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values, morals, and integrity, so will the PEO business operation.
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company P&L, and most PEO owners use those internal reports
to manage the day-to-day operations. However, every PEO
should also have a third-party audit completed by a firm that
understands our business. Believe it or not, many regional CPA
firms are not familiar with the “ins and outs” of PEOs. Become
an Employer Services Assurance Corporation (ESAC) accredited PEO or use NAPEO-established financial guidelines.
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added high quality service. Taking on the management of
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human resources for a small business is a serious commitment. The PEO takes significant responsibility for the risk
inherent in these functions. Prudent management of employment issues, workers’ compensation, and other lines of
insurance is one of the most important factors in the ability to
sell a PEO. Additionally, the provision of high quality customer
service, rather than simple administration of HR functions, will
keep clients and help maintain consistent profitability.●
Wanda J. Silva, President
Silva Capital Solutions, Inc., Kennesaw, Georgia
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