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We are all familiar with the traditional approaches 
to providing employee benefits; approaches 
that range from no benefits to a broad range of 

benefits and the use of Cafeteria Plans (Internal Revenue 
Code Section 125 plans) that provide tax savings for the 
employer and employee. Smaller organizations grapple 
with the constant compliance requirements of the human 
resource benefit area and its associated administration. 
The employment of full or even part-time human resource 
specialists is virtually unheard of in smaller organizations. 
Often, staff manuals and employment policies and 
procedures are left seriously out of date with current law 
and the actual operation of the organization’s staff.

Although salaries are typically the most important 
consideration in attracting and retaining staff, the benefits 
offered by an organization are the next most important 
factor in the economic package for both the employee and 
the employer. The ability to attract and keep qualified 
staff is enhanced with flexible benefit plans. In an age of 
unrelenting and spiraling healthcare costs, how can an 
employer offer attractive yet cost-effective compensation 
and benefit packages? The use of a Professional Employer 
Organization (PEO) is an increasingly available option 
that allows small employers to compete with Fortune 
500 companies in the variety of benefits available to their 
employees.

What exactly is a Professional Employer Organization? 
A PEO is an entity that provides management and 
administration of human resources, employee benefits, 
payroll and workers’ compensation. A PEO is not an 
“employee leasing” arrangement that provides temporary 
staffing services. Nor are PEOs solely “payroll services” 
that provide the calculation, filing, and payment of 
payroll and related employment tax return compliance 

on behalf of the employer. The one key advantage 
that PEOs possess is the contractual “co-employment” 
relationship. Contractual “co-employment” relationships 
are formed between the employer and PEO that identify 
the responsibilities of each party for all employment-
related issues through a written contract known as a 
Client Service Agreement. Typically, the PEO provides 
responsibility for the direction of human resource 
management and compliance with federal, state, and local 
employment laws and tax filings.

The following diagram represents the flow of the “co-
employment” relationship established between the 
employer, employee and PEO by the execution of a Client 
Service Agreement:

  Co-Employment Relationship
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Typically, in this co-employment relationship, the PEO 
has responsibility for the direction of human resource 
management and compliance with federal, state, and local 
employment laws and tax filings. The practice controls 
all on-site direction of employees to assist in providing 
all services offered to its patients. Promotions, annual 
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PEOs assume the responsibility for employers’ payroll 
administration, workers’ compensation administration, 
benefit administration, and human resource 
administration, which allows employers to concentrate 
their efforts on the main focus of their organization’s 
services to the public. PEOs have a basic set of services 
that they provide to employers that are created by the 
co-employment contractual relationship that includes 
the assumption of all payroll administration to federal, 
state, and local tax agencies; administration of workers’ 
compensation; benefit administration with health 
insurance and other options; and human resource 
administration through compliance with federal and state 
labor laws. The optional benefits and human resource 
services that the PEOs offer may vary based on the size of 
the PEO and, sometimes, by the restrictions of state laws. 
The employer chooses optional services on an ala carte 
basis determined by need and cost analysis.

Determining whether a relationship with a PEO is 
beneficial for your practice begins with an analysis of 
your benefit and cost structure to determine how much 
is currently expended for staff salaries, benefits, and 
associated administration. A census of the current staff 
with name, birth date, date of hire, position, pay rate, 
annual compensation, annual specific benefit costs by 
staff member, and qualified plan contributions (401(k)/
profit-sharing, etc.) should be prepared. In addition to the 
actual dollar costs identified, consideration must be given 
to the amount of staff, management, and OMS time spent 
in performing the administrative duties associated with 
human resource and benefit management. The employer 
must realistically appraise the time factor, keeping in 
mind that the employer is still responsible for directing 
the activities of the staff on a day-to-day basis and 
accumulating the number of hours worked for the PEO to 
calculate compensation.

Next, a review of current benefits should be conducted 
to aid in establishing goals for a comprehensive benefit 
structure. All PEOs offer benefits through what is 
commonly referred to as a Section 125 Plan or Cafeteria 
Plan. In 1978, Congress added Section 125 to the Internal 
Revenue Code, which allowed employers to offer to their 
employees benefit plans that the employees could pay for 
with pre-tax compensation dollars based on an annual 
irrevocable decision to defer the receipt of compensation 
earned toward the payment of benefits allowed under 
Section 125. Section 125 Plans are often referred to 
as a “win–win” situation because the employee does 
not pay federal or state income taxes on the amount 
of compensation deferred for qualified benefits and the 
employer does not pay Social Security and Medicare 
taxes on the compensation deferred for benefits by the 
employee. The main disadvantage is to the employee if 
he or she defers for a benefit that they do not use. In that 
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raises, annual reviews, bonuses, etc. are still determined 
solely by the employer. The co-employment relationship 
does not relieve the employer of staff management, but 
the relationship with the PEO enhances the ability of 
organization management to focus on non-administrative 
and compliance issues.

The advantage that a PEO has over an individual employer 
is that the “co-employment” relationship under federal 
and state law allows the PEO to treat all of the separate 
organizations with which they have contracted as one for 
purposes of negotiation with insurance carriers for health 
insurance, disability insurance, life insurance, workers’ 
compensation insurance, and other benefits. The ability 
to negotiate rates with insurance carriers is far different 
if you are an organization representing thousands of 
employees than if you are a small employer with fifteen 
or fewer employees. State unemployment rates and 
workers’ compensation insurances are also reported as 
one organization. Federal, state, and local employment tax 
compliance and administration become the responsibility 
of the PEO to maintain and report. The employer receives 
one invoice from the PEO for its services on a weekly, bi-
weekly, semi-monthly, or monthly basis depending upon 
the employer’s payroll cycle. The employer no longer has 
to deal with the administration, compliance, filing, and 
signing of employment tax forms.

PEOs contractually provide, through the Client Service 
Agreement, the variety of human resource services that are 
chosen by the employer. The following are examples of 
services typically offered by PEOs:

 • Professional human resource personnel to provide 
management and the latest in statutory compliance;

 • Assumption of statutory payroll liabilities, compliance 
and reporting responsibilities;

 • Compliance with payroll, OSHA, Equal Employment 
Opportunity Commission (EEOC), Fair Labor 
Standards Act (FLSA), and Americans with Disabilities 
Act (ADA)-related issues;

 • Risk management and workers compensation;

 • Professionally written employee handbooks, policies 
and procedures;

 • Access to a broad range of benefits such as cafeteria 
plans or Section 125 plans, 401(k) profit-sharing plans, 
flexible spending arrangements, health savings accounts 
(HSA), and health reimbursement accounts (HRA);

 • Short- and long-term disability, term life insurance, 
dental plans, vision plans, and accidental death and 
dismemberment insurance; and

 • Recruiting, testing, background checks and training.
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instance, the amount deferred is lost to them because of 
their annual irrevocable election to defer for a benefit. This 
is commonly referred to as the “use it or lose it” factor in 
Section 125 benefit planning.

Section 125 Cafeteria Plans must be written and the 
participants must have the ability to choose between two 
or more benefits consisting of cash and other qualified 
benefits. The qualified benefits that may be offered through 
a Section 125 plan include: cash – the only taxable benefit, 
health and accident insurance, dental insurance, eye care, 
long-term care insurance, short- or long-term disability 
insurance, term life insurance, dependent care assistance 
payments, adoption assistance, medical reimbursement 
for non-insured benefits, contributions to health savings 
accounts, contributions to health reimbursement 
accounts, and others. When Congress added Section 125 
to the Internal Revenue Code in 1978 it was primarily 
Fortune 500 and other larger companies that began 
to implement the plans for their employees. Since then 
many organizations that employ over 100 individuals 
have taken advantage of these plans. However, many 
smaller employers and their advisors have overlooked the 
opportunity to use the Section 125 not only as a way to 
attract and maintain key employees but also to control the 
organization’s escalating benefit costs. 

The Section 125 Plan concept allows both employer 
and employee to participate in the funding of employee 
benefits. Traditionally employers may have paid all or a 
portion of the employee’s health insurance costs, which 
are subject to annual increases. If the employer and 
employee both contributed toward the cost of health 
insurance without the use of a Section 125 Plan the 
employee lost because they paid their portion of the cost 
with “after-tax” dollars and the employer lost because 
they paid Social Security and Medicare taxes on the 
employee’s portion of the insurance cost. From a planning 
standpoint the employer can choose to determine on an 
annual basis a dollar amount to contribute toward each 
full time equivalent (FTE) employee’s benefits and allow 
the employee to choose which benefits they require. This 
is beneficial to the employer because they can better 
plan and budget for annual benefit costs per FTE and 
annually decide if they choose to increase the employer 
contribution toward the FTE’s benefits or hold the amount 
contributed at the current level per FTE. The employees 
win because they have the ability to choose the benefits 

they require, taking into consideration the employer’s 
annual contribution toward the FTEs benefit cost, and 
perhaps coordinate with a spouse’s benefit structure. 
This approach to treating all FTEs on the same basis and 
dollar amount contributed allows the employer to better 
control benefit costs and keep the comparisons between 
employees on an even plane. In the past small employers 
have often had a hodgepodge of different benefits and 
cost for each employee, with some FTEs receiving benefits 
and others without any benefits because they may have 
been covered by a spouse’s benefits.

After the employer has gathered the appropriate 
compensation and benefit information they should seek 
PEOs offering services in their state and obtain competing 
bids to determine services, costs, and differences between 
organizations. An Internet search is a great starting point 
to find PEOs in your area. Most PEOs belong to national 
organizations that may assist you in acquiring competitive 
bids from several PEOs, with the PEOs paying for the 
service.

Last but not least, how do PEOs determine their fees to 
their customers? There are two primary methods, with 
multiple variations, that PEOs use to bill their clients. 
The first entails an itemized listing of services provided 
with the associated costs, including the actual payroll, 
taxes, benefits, and a management fee for the PEO. The 
second method commonly used is a bundled fee inclusive 
of all items provided by the PEO and may be stated 
as one dollar amount or as a percentage of the payroll 
costs. OMS practices should negotiate with the PEO 
when they are preparing their quote for the employer to 
consider the vast difference in the surgeon’s compensation 
when compared to the average staff’s compensation 
in determining their fee. A comparison should then be 
made between the organization’s current cost and benefit 
structure with the PEO’s to determine if a switch to a 
PEO is beneficial. n

This is number 116 in a series of articles on practice management and marketing for oral and maxillofacial surgeons 
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Call fOR auThORs: Interested in submitting 
articles for consideration for the Practice Management Notes 
series? If so, please contact Ms. Beth Hayson at bhayson@
aaoms.org. Possible topics include, but are not limited to: 
financial management, legal, marketing and practice building, 
office and personnel administration, practice organization, 
regulatory requirements and retirement/estate planning. 



4 July/August 2010

AAOMS PRACTICE MANAGEMENT Notes

 

MAKING THE  
TRANSITION TO ICD-10-CM 
WEDNESDAY, SEPTEMBER 15, 2010 
2:00 pm EDT • 1:00 pm CDT • 12:00 noon MDT • 11:00am PDT 

PROGRAM SUMMARY: PROGRAM OUTLINE: 

WEBINAR SERIES 

PRODUCT PRICING: 

FOUR WAYS TO REGISTER: 

$265 per location to participate in the LIVE Webinar and 
conference materials. No limit to the number of participants per 
site. 

$399 for the LIVE Webinar, conference materials, AND the 
recording of the conference (MP3 or Audio CD).  

UNABLE TO ATTEND - $265 for the conference materials and 
recording of the Webinar (MP3 or Audio CD). 

Brought to you by: 
American Association of Oral and Maxillofacial Surgeons 

9700 W. Bryn Mawr, Rosemont, IL 60018 
Tel:  800.822.6637 • Fax:   847.678.4619  www.aaoms.org 

Obtain a Registration form at: 
http://www.aaoms.org/pm_workshops.php.    

(1) Mail to: KRM Information Services, Inc., P.O. Box 1187, Eau 
Claire, WI 54702-1187; Make check payable to: KRM 

(2) Fax: (with credit card information) to KRM at 800-676-0734 
(3) Call KRM’s customer service line with your credit card 

information: 800-775-7654 
(4) Register online: www.krm.com/aaoms 

This 90-minute webinar provides an overview of the similarities and 
differences between the ICD-9-CM and ICD-10-CM classification 
systems. In addition, implementation issues due to ICD-10-CM will be 
covered so that the audience will be able to identify the next steps 
they need to take to be prepared for ICD-10-CM implementation.  
 
Multiple participants are encouraged – invite your 
colleagues from the dental and medical 
communities! 

I. Overview of ICD-10-CM 
A. Reasons for the Change 
B. The Training and 

Implementation Timeline 
II. Comparison of ICD-9 and ICD-

10-CM 
III. New Features 
IV. ICD-10-CM Structure 
V. Code Examples 
VI. Implementation Preparation 

A. Create awareness 
B. Perform an information 

systems audit 
C. Evaluate all forms and 

reports 
D. Assess impact of change on 

practice 
E. Perform medical record 

documentation audit 
F. Assess readiness of others 
G. Prepare a multi-year budget 
H. Educate coding staff 
I. Educate entire staff 

VII. ICD-10-CM Education 


