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Executive Summary

With 18 years of direct HRS & PEO services sales and operations experience, Jim Doe was most recently Vice President, Benefits/Human Resources and Operations for XYZstaff, a Professional Employer Organization (PEO), serving as an outsourced human resource department for small and medium sized businesses throughout the United States.

In his role as Vice President, Benefits/Human Resources and Operations, Jim’s senior leadership responsibilities included financial, operational, service, and strategic direction. In addition, he led the retirement services, human resource and records administration functions, as well as the operations, product development, service delivery and sales support of new business ventures. Jim had direct business unit supervision of 200 employees and 75,000 worksite employees.  Some of his operational accomplishments included generating additional net income of $35 million through increased revenue, client retention, enhanced product offerings and expense management; renegotiated existing vendor contracts that reduced direct costs by $20 million; reversed mismatch of healthcare pricing and adverse selection; implemented new pricing strategies that increased revenue by 30%, created a Retirement Services business that will generate additional revenue and income by leveraging the existing client base; developed a national insurance multi-product distribution strategy, enhanced the service and sales value proposition by providing increased client options; and integrated the existing vendor services with new strategic alliances.
I will note that Jim was pretty easy to interview in that he was able to walk me through most all of the detail I was looking to be exposed to without much prompting.  

I asked Jim to paint the picture of his role at XYZstaff, and what he’d been able to accomplish.  “XYZstaff is one of the largest professional employer organizations. Right now—although it’s ever changing—there are about 75,000 worksite employees that are part of the XYZstaff organization. Headquartered in Houston, Texas—field distribution of about 250 sales representatives—I guess 250 budgeted territories—I should say—that does not necessarily mean they are complete at this point in time. In terms of product—single focused strictly in the PEO space—not focused in selling in the ASO model—if you are familiar with that—administrative service model—or any type of really truly other outsourcing services such as staffing or anything else—so the sole revenue is driven off of the PEO model if you will. We can go in and basically outsource the human resource department for a client in all that implies to whatever degree they want to outsource it.  It can be a combination of both on site or off site. It really depends upon the size of the corporation. Predominantly—the target market that we focused on really was—although we said from 10 to 100 employees and then often we would go up market for certain circumstances—the average-size client that was being sold was about 18 employees. 

“So in an 18-employee company what we would do is we would come in and we would—much the same as “The Client” would—enter into a co-employment relationship, where the employer would take the responsibility of the day-to-day operational functions—they would manage their business—they would make the widgets—they would decide the profits of those widgets—they would decide the sales distribution of those widgets and so on and so forth—and what we would then do was provide them with full outsourcing solution as it related to human resource best practices and benefits administration and give them access to the Fortune 500 environment of benefits—give them the ability to access some technology platforms that a large corporation would have had to spend—you know—$10M and $20M—where they would have access to that for their employees—they wouldn’t necessarily have the dollars to invest in that infrastructure. What we would do is come in and we would provide them a team. There would be a client service representative that would be the lead service person, and within that team there would be a human resource professional, a training professional—these were, of course, allocated based on clients, geographic locations and so on. There would be a safety and loss prevention specialist—there would be benefits people, and those would be a little bit more centralized in terms of answering questions as it relates to benefits, and then, of course, a payroll specialist. So that would be the components of their service team. If we had a situation where it was a larger client for example—if we sold a Krispy Kreme—a Great Circle Foods—it was called—our largest West Coast client and was about 1500 employees. They were chains of the Krispy Kreme—it was the largest franchise of the Krispy Kreme. For example—we would put an in-house safety and loss prevention person that would literally sit in their corporate office and visit their locations. We would actually sit a human resources professional that on site, and though they were truly an XYZstaff employee—they were really a Great Circle Foods/XYZstaff employee sitting and physically located in those facilities. That was kind of the unusual circumstances. More typically people would come out and visit and do the training—the employee relations—we would provide all of the benefits administration—all of the retirement services—the access of employee changes—benefit selections—new employee hiring—training and development—training on regulatory/statutory/mandatory issues as it related to anti harassment training and so on and so forth. Then we would get into some web based and customization—business needs analysis based on specific recruiting issues for their company. It was really a full gamut of human resources—human capital management solutions really.”

I asked Jim to expand on his involvement and responsibility for dealing with insurance brokers and 401k brokers acquiring the “raw materials” for and creating benefits packages that were offered to XYZstaff clients.

“One of my biggest areas of responsibility was the whole benefits administration. I actually came in and developed an infrastructure to support the benefit procurements and negotiated all of the relationships with United Health Care—created the best of class offerings by having much more than just one provider nationally—all of the life, the disability—negotiated all that. I built and sold—to the company actually—a whole retirement services business. What we had been doing in the past was we were actually outsourcing that 100% to Fidelity and in my previous background, which we will cover later at Paychex—I came in and built a retirement services business and said, Hey, we need to be the record keeper—we can use as many fund managers as possible—there is no reason that we shouldn’t get additional revenue and fees from clients—why would we not want to continue in a relationship as long as it is at the level of profit that we want and have a revenue stream from it, and leverage off of our existing platform—so I actually built the whole retirement services business essentially from scratch for XYZstaff. On the insurance services side, my whole scope of responsibility—along with all of the other things—was all of the insurance business—it was the equivalent of about $500M of direct cost between our health, our life, our disability, our EAP, our dental plans—all of those programs at the end of the day ultimately came up through my organization, I was solely responsible for that, and ultimately negotiated all of the contracts—that saved the company significant amounts of money—which is all documented.”

I asked Jim to expand on his successfully renegotiating contracts. “Let me start with why I came to XYZstaff.  I came down to XYZstaff as a professional manager. I grew up in an entrepreneurial world at Paychex—but it was a professional—very shareholder conscious organization. Profit was not a dirty word—it was really job security—and I was focused on doing what we needed to do. I spent a lot of time there and enjoyed that. Came down to XYZstaff, and the intent at XYZstaff was they were touting me as Wow—we hooked a big fish from Paychex, and we want you to come in here to fix all of our benefits and all of our insurance problems. Simultaneously—what we need you to do is we want to give you the human resources side of the business—because this will be the fastest way for you to have a better understand of the company culturally and understanding what we do and you can have a much more positive impact upon the organization—and the intent is that we feel you are probably—as we develop our succession planning over the course of time—(because there were original founders that were very heavily entrenched in the corporation) —that you would be the next person to be able to take that forward.”

“I can tell you that many of our largest investors in the investment firms—(because I did a lot of work presenting to the financial community and spending a lot of time in terms of presenting to the Board and developing other plans and so forth)— often times those individuals said, Hey, isn’t Jim your next president—and there wasn’t any denial of that. So the intent was my scope was pretty broad. I also got involved in the whole pricing and developing of our new pricing strategy and so forth. So when I came on board—to kind of give you the landscape of the company—the company was flying high—driving a lot of sales—having 30% growth at the time—growth was beginning to slow down—what had occurred was they did not have a good handle on their direct costs and the direct costs were becoming significant. In the old days in the PO world they used to report gross revenues, and they used to take into account payroll taxes and all of the costs and so on. They claimed that a PEO—which I’m sure “The Client” did it as well—is just like we’re a $4B Fortune 500 company—well you’re not a $4B Fortune 500 company—because once you take out your pass through—you’re probably only a $150M or $80M true revenue organization. So what was happening was there was a tremendous amount of growth through a lot of their expenses. When I came in, about six weeks after I got there—which they did not tell me—is they had made a debacle of their relationships— with their health insurance program—Aetna —and I’m being very honest with you because I think it is important for you to understand what I did there and so forth.  Essentially what happened is they did not allocate the amount of resources necessary in the organization—they were not tracking their costs—there were no business models—they were single focused only with one provider and one carrier—they had no other relationships—they had all eggs in one basket, and they had a cost that Aetna was supposedly charging them which was lower than where it needed to be. Well Aetna had gone through some financial troubles and realized that they needed to look at all of their business—this goes back to February or April of 2001 —and I said to XYZstaff, Hey there is a problem with this relationship—we’re not where we need to be. So there was a lot of denial going on—they didn’t do anything with it—they didn’t develop anything and they kept ignoring it. Well they obviously knew that there was a problem. After about six weeks after I had started, so it was about August, and I realized after going through some records - Do you guys realize that this is a problem? You—according to this—have a $30M deficit that you owe Aetna, and they basically said, No we don’t—there are contractual obligations that I can’t get into with you in terms of some of the contract issues—but they [XYZstaff] denied it and they disputed it.” 

“So I said I guess what we need to do is take the 70,000 worksite employees and within a period which normally takes about a year or year and a half—to move them to multiple providers—do the proper RFP’s—look at all the life, the dental, the disability—kind of more this organization—do a proper open enrollment. I went out—by myself at the time because there was literally no staff — rolled up my sleeves at that point and got right into the detail. Developed a network of carriers through my personal businesses relationship from Paychex, and was able to secure some opportunities which historically—I don’t know if you know the PEO industry—carriers—insurance companies are very taboo with PEO’s because many PEO’s have burned bridges by not doing the proper underwriting—risk selection process in place and just haven’t done right by them. They call it cash-flow underwriting—with no sight or realization of profit and no fiscal responsibility to manage the client—like you have to manage them—somewhat like an insurance company to a certain extent—if you’re going to provide that co-employment relationship for the insurance—it needs to be very clear because that can blow up —versus just skimming the differential margin cream—which a lot of them did. So I went out and developed relationships with a number of carriers—we realized California was a different world— I’ve lived there before for some time and secured relationships with Pacific Care and Kaiser— and then on a national basis got a national provider—United—and then in other parts of the country we got a couple of Blues here or there to kind of fill the gap where there wasn’t a geographic overlay of where our clients were and where our needs were, and where the coverage was strong.”

“Essentially I did that in 60 days—I led the project for our systems, our systems were just and are still archaic—it’s a home-grown system that’s just about to blow at any minute.  I led the whole project in terms of having the capabilities to transfer data back and forth for eligibility files, coordinated the operational process of all of those things, and got everybody’s mindset off— Hey—we’re a little company we can’t do these things— to —Look what we’ve done, and essentially moved and did all the open enrollment process and utilized the current staff we had at that point.”

“Simultaneously I began to have to recruit executive staff. So that’s what I first ran into and at that point in time—the mismatch of price and costs were that we had a price that had to be—we basically were charged about $500 per worksite employee from United, and our clients—who have a 12-month contract—if you looked at kind of a composite rate—were around $390. So we had to develop a pricing strategy upon renewal for each one of our clients where we didn’t necessarily jack their prices up so high that we would chase them away and have no more clients.  We needed to develop a logical strategy based on all of their losses—their geographic location—the type of the business—and develop a whole profitability report to analyze what was going on in our business. Now I obviously had that experience from my previous life at Paychex, and so I went in and developed a lot of those things—where XYZstaff just didn’t have anything—which I am still just taken aback by some of the stuff that just didn’t occur and how they lack sophistication within the leadership organization there. Simultaneously when I came on board I had presented a business plan to the board of directors, and said this is where this business needs to go—the benefits organization needs to be structured in this capacity—which delineates the health and welfare services—which are all the insurances and the procurement of the insurances, the COBRA and the HIPAA, and all the administration associated with health and welfare, and I need to have some leadership in that organization. Property and casualty—all of the risk management—the safety and loss prevention reps—they were reporting into a whole other organization at that time with no direction—no leadership. There were really no risk selection models that were being adhered to — tools or anything of that nature. We need to have a senior person handling all of that—handling all of the certifications for our employees—because the PEO generally has individual policies, certifications and associated administration that have to be done.”

“Claims—when clients have claims they will call into the PEO—you know—that group had no direction.  I also reorganized that organization where we had 13 people that were just getting in the way of the clients. I broke off the claims and used a third party administrator to have a direct connect with our employee service center—which allowed the client to access this information quickly—as opposed to calling us up and saying -  I have a claim  - and then our person going into the system and reporting it. Basically we cut that group from 13 down to five—just to be more in a support role.  I brought someone that used to work for me at Paychex to Texas for this.”

“Then the retirement services business—what I did there was I said, Hey there is a regulation coming down from the IRS that says we no longer can have a large single employer plan—and all employee PEO’s have been affected by that. With that—to me—I thought that was a great opportunity for us to move forward, create the record keeping business for us, and to go to our clients and say, You know what clients? —Instead of your being all lumped into this one umbrella—you’re now going to have to be individually tested—but with that, we’re going to enhance the options that you have—we’re going to give you much more choice—we’re going to give you much more of a product portfolio and a product spectrum—we’re going to give you better options—more fund managers—more robust. My theory was that if we wanted to play in the big leagues to compete against ADP and Paychex and some of the other companies—we needed to have a portfolio that was much broader instead of a little generic portfolio strictly with Fidelity. So that created a whole environment for our sales organization to be able to go after clients that they never would have gone after. It obviously enhanced our retention levels as well. So I had an executive that I eventually brought on board for that.”

“I also developed two areas—which is a small technology group. I thought a business like ours needed to have our own technology. I went out and recruited a director of technology, which had a small staff of about five or six people that handled a lot the requirements—the business needs—the web focus reports—they acted as a liaison with the technology group that we had that was under the CTO at XYZstaff. We were able to coordinate projects—get resources more effectively—be able to talk their language—analyze our business needs—look at some of the strategic issues.  I felt we needed some system enhancements and really drove toward a benefits administration system—I led the introduction of the CRM system.”

“Then I brought in a gentleman that used to work for me also from Paychex—another person that came down from Rochester to Texas who is our benefits operations financial controller to reconcile all of the billing—because there was a lot of missed medical deductions.  We had clients that would start on September 19, 2003, the plan would go effective and we wouldn’t start billing the clients until November 1st—well you’ve got 45 days of coverage—I mean there was $200,000 a month of missed medical deductions that we were not charging our clients we were able to recoup—annualize that out and that’s a significant amount of money—I don’t care what size company you are.”

“I also owned human resources—I went out and recruited a senior executive from Schwab—a vice president from Schwab that actually came down from New York to lead the human resources side of the business. The compensation—enhance the compensation services that we were offering to our clients—we had a fairly generic kind of a web based program to our clients—he developed and enhanced that—he also took responsibility for all of the internal compensation plans.  We had bonus plans for our employees that had never been paid, or were paid once in the last five or seven years of the company or something like—just ridiculous—nobody knew what was going on and there was no communication about the program—we developed a lot of that.  There was a huge problem with a huge overhang in our options—we set and right coursed that in terms of the amount of options and who was granted and the methodology—we developed new methodology that was all approved by the board in terms of the granting methods tied into total compensation packages and so on.  He developed a lot of those things—a deferred compensation plan that we were looking at, and some other different perks for different leadership groups.”

“And then I had all of the corporate HR administration—the employee relation issues within corporate. That was kind of interesting because as you can imagine you had tremendous founder syndrome at XYZstaff. You had people that had their own kingdom—so the technology group was its own kingdom—separate company—you know—their policies were what they wanted to do, and the service group was a little different, and the sales group was a little different, and the group that I had was a little different, and the corporate HR administration was a little different—they were all different. We needed to develop consistency within our policies and procedures, how we looked as a corporation, and our communication strategies—in terms of making sure everybody was communicating effectively and that there was a consistent message of leadership—we did that as well.”

“At XYZstaff, also I had the records administration group. They just kind of gave that to me just because. I had a director for that that handled all of the I-9, all of the regulatory issues, and all the processing for all the records administration for 75,000 employees—we had a centralized location—it was all scanned and automated process as well.”

“That was my scope structurally in terms of developing the structure—from the things in terms of real money in terms of what we saved—obviously there were three or four what I considered to be real significant dollar items. One is correcting that entire mismatch of pricing costs—that whole strategy had to be in place to analyze exactly how much we were off—how we could approach that—how we could effectively pass those increases and collect and pass those increases on to clients—so that was a significant one. The other one was renegotiation of our vendor contracts. We renegotiated our life insurance—our dental—our disability contracts recently over the course of that time frame and our EAP contract—we trained our vendors for that.

I interrupted Jim to confirm his direct role in renegotiating the contracts. “I did them all—and I have all of the relationships across the country—I mean—I can pick up the phone and call all of these people in terms of that. And that saved us about $6M on an annual basis—immediately—that’s real verifiable income—net—it’s all pre-tax.  The missed medical I talked about was the equivalent of about $200,000 on a monthly basis. Then recently what we did was we started out when I went into the negotiations (and this is public knowledge—there has been a press release on it and then there will be another press release coming up on the dental)—when I went into the negotiations with United—they are very folksy—it’s not really professional management where you expect people are going to do you favors and in real business people don’t always do you favors—it is what it is—especially when you are dealing with hard nosed insurance companies—you know—the performance is the performance and the economics are the economics and that’s kind of how it is.”

“United—when I negotiated this deal—I essentially had no arms and no legs. There was no data—there no information on claims—the information that they had from Aetna was questionable. United was well aware of the lawsuit that was occurring so they were obviously very skeptical about doing business with XYZstaff—but I think they did business with us because they had confidence in us because they had confidence in myself—and they had confidence in what I was going to do and how I managed programs.  They knew of my background through previous relationships. I did it—but obviously they got the better deal out of it. They were negotiating from a position of strength at that point in time. Now over the course of time—we had to put up a $30M deposit to secure it. Now that was a big struggle for our company, and we did and over the course of time—about a 15-month period of time—through continually working with them—showing them improved processes and changes in terms of client selection standards—changing from having no way to rate our clients to putting in age and gender tables and ratings to accurately rate clients. What happened is we reduced our deposit by 40%--so we went from $30M to $17.5M.  I got them to agree to that. What happened was it was $30M, and then we were supposed to pay them another $5M. They said - Listen you don’t have to pay us another $5M. Then recently—probably about seven weeks ago—there was a press release saying United is going to return $7.5M  back to XYZstaff—so for the fiscal year 2004—the security deposit is only going to be $17.5M—which is pretty significant. Also we changed the rate setting methodology.  In terms of the way that they were developing and calculating the rates was probably costing us about $7M a year as well—because they were padding and being very conservative—so we really need to kind of dig into the detail. We got together using consultants—we used Towers Perrin to assist us on some of these projects as well. But under my leadership we were able to agree on a rating setting methodology. We also decreased the profit and administration charge by 40%. So the profit and administration charge went from like $20M to $13M on an annual basis—so that’s another $7M. So, as you can see that’s where the $30M comes into play. It’s pretty significant”

I asked Jim to speak about some of the new products. “One of the things I came on board with—I really wanted to drive this organization to be much more of a full service HRO/BPO, and I felt we had very generic offerings for a company. We did not have an FSA—flexible spending account—we didn’t have commuter benefits—we did not have certain voluntary insurance products and services that you would take advantage of whether they be at the executive level for our clients or on a payroll deducted basis for the employees.  We just didn’t have a lot of the benefits—as I said—our services products were not robust—our health products—they just weren’t very robust at all, and not only did we negotiate the programs but we increased the number of options and selections that the client had so the client spectrum of selection was much broader from the health perspective and the benefits perspective.  I also cut relationships with this new Section 132 plan, which is a commuter benefit program. It’s where you take out on a pre-tax basis as opposed to post tax a commuter pass or a parking pass. What I said is if we are going to compete in San Francisco and New York and some of the larger markets—this is something that is absolutely mandatory—especially in the up market—a larger client is going to absolutely expect that. So I brought in a lot of new products and services which gave us opportunities and our sales organization opportunities to go to bat or even talk to clients where in the past they had not even been able to sit at the table with. I believe it also helped out retention level—because there were a lot of clients that would have left had we not been able to broaden that spectrum because as we are passing some significant price increases—if you’re not showing additional value—we got them a little on the pricing but we gave them a little bit in terms of the options and the programs and the benefits and the services—that helped as well.”

I asked Jim to expand on why he just recently resigned when he was making such a great impact. “It was a combination of three things—one was there were a lot of broken promises—there were a lot of promises in terms of—we’re going to drive this business to much more than just a PEO—we’re going to expand it—we’re going to add some of these products and services that you want—we’re going to change the way we look at business—we ‘re going to be fiscally more responsible for things—you’re going to play a larger role in the organization. At the end of the day—I can tell you that they retrenched back to strictly just being a PEO—they were not comfortable getting outside of their market space for the HRO/BPO—they were not comfortable getting bigger clients—they didn’t want to continue to add more products and services. They began to get concerned and get nervous and retrench back to the old world of - Well we’re making spread on this.  We had put some controls in place, and we started publishing reports, and said—You know—we all agreed that we weren’t going to sell clients that had ten employees and under let alone five employees and under—and yet I’ve got a report here just generated showing that 60% of the business in the month of July new sales were at clients with five and under. Or we agreed that we were going to stop doing and eliminate all of the business relationships with five and under clients—or charge them the appropriate fees. We said we’ll start it at two and under and the founder just didn’t have the ability to do that. So there were a lot of promises that were broken. And then I can’t get into a couple of things as it relates to the integrity issue—but I will share with you that they wanted me to compromise my integrity in a deposition for the Aetna lawsuit and I would absolutely not do that.” 

“I will tell you that people were blown away by my leaving. Our largest shareholder—Downtown Associates—which owns about 10% of the company was -  also Perot Investments that owns about 5% of our company—in fact Perot Investments—I was supposed to have a call with them today. They sent me an email—I can’t believe you’re gone—what happened?  The Downtown Associates fellow will be one of my references. He said I don’t understand—he said we just talked to Paul said you were going to be the next CEO of the company—I don’t understand—should we be moving out money out of there—what is going on over in that organization?”

“So I can tell you there are some real concerns in terms of where they want to go, but it’s basically trenching back to Founder’s Syndrome, where they need professional management. The thing that excites me about my research albeit it briefly with “The Client” and “The Client” is obviously they’ve made that change—they’ve got professional managers that are looking at moving this business to the next level, and that’s a whole different philosophy. That’s important to me because that is the most important in terms of the direction—the philosophy—the organization—as opposed to so much my position or title.”

“The good news is I can tell you - I guess I look at this as a compliment—I got a lot of notes from employees, and my staff were all loyal followers waiting to see what’s going on with me.  I could probably bring some very good people if the circumstances are right in the future. I have a lot of opportunities that are being presented at this point in time, in this space—outside of this space—through business partner relationships—through VC’s. I’ve done a lot of traveling really—every week for the last three weeks.  You see I only left three weeks ago, and I’ve been pretty swamped.  Within the next month I want to kind of get on with business—you know—I want to get back to work—although this is quite a bit of work I can tell you.”

At this point, I asked Jim to take me back to the beginning of his career. “I don't have a BS or BA. I originally went to college to be a dentist.  I attended Junior College (MCC), and transferred to RIT with about two years of credits. My mother got Leukemia, passed on and I needed to work. Although, I have the work experience of an MBA. I would complete my degree officially if needed. I started with Paychex as a Sales Account Executive, in Rochester, New York, back in 1985.  I started at $200 a week carrying a bag. How I got to Paychex it was kind of interesting. My first job was selling insurance with Metropolitan Insurance in ‘83/’84—that’s why I’m licensed—I’m licensed in 40 states. I achieved The Fast Start Award, and Top Rookie Award a number of months. I started an insurance subsidiary, and built it from scratch—not at Paychex—I was selling personal insurance, and I did it for about a year and a half for Metropolitan. I did real well, but I really wanted to get into business, selling—business-to-business.  I don’t know how familiar you are with Rochester, New York—but you have Xerox and you have Kodak and you have Bausch & Lomb—three pretty good-sized companies who have done very well. One day I saw the paper and there was an article in the business section about this company—Paychex.  I thought here’s a company that may have some juice to really play a role, and it’s beginning to broaden its horizons outside of Rochester and become a national provider. At the time I inquired at Paychex they had 30,000 clients nationally—when I left—we had almost 400,000 clients. At that time—I went down and I thought okay, I’ll  apply, sounds like a payroll sales job. So I hand carried my resume down—followed up with a phone call—got an interview—met with a couple of people, and they called back and they said, Hey listen, we really want to hire you. I said, oh, that would be great, interesting—so I’m going to be selling payroll in Rochester? They said, Only thing is you’re not going to be selling payroll—what we want to do is become more of an employer/employee administrative provider. Payroll is going to become a commodity as time goes—(this gives you kind of the vision that this company had many years ago)—obviously we want to drive more revenue per client and we want to differentiate ourselves from a pure payroll play. I said sure I’ll do it—what do you want me to do? They said we’d like you to begin to sell insurance services to our existing clients, and what we’re going to do is we’re going to test market it in three areas—Rochester, New York—Orange County, California and Philadelphia and see how it goes. You don’t have to worry if it doesn’t work out—we’ve got plenty of opportunities. I said sure, not a problem. So I did it—with no business cards and single product selling payroll deducted life products and savings products to our existing clients.”

“At the time, Paychex was probably about eight years old—maybe 10 – with 30,000 clients—probably like $45M or so in revenue—because the average revenue was probably only about $1,000 a client with 30,000 clients—probably in that neighborhood—very small—and pretty unsophisticated in terms of size and scope and at that point.”

“I was fortunate because being in Rochester—we had a different president—the Founder is still there—he is running for Governor a gentleman worth about $2B. There was a president that came from the outside that they wanted to bring in—a guy by the name of Wes Tallman—he isn’t with the company any more—and Wes just took a liking to me—I don’t know what it was—the project—this whole employee benefit’s administration was a project of his.  So I was exposed to a lot of things, and involved in a lot of senior meetings, negotiations with vendors and channel marketing partners, decisions on production and product development, and tested things.  I was just really pretty lucky to be in the right place at the right time.  I did well and was able to achieve all of the objectives that the company wanted, and I began to expand and do some comp, disability and some other benefits again – as a sales rep—but really kind of a sales rep quasi product person—but still had a sales quota.  You know at corporate how you get sucked into a lot of different assignments as determined, as necessary. I was very young.  

I asked Jim to segue into his Western New York Area Sales Manager role.  “They said you’re doing a great job. What we want to do is we want to try a different model, and we’d like you to move up to Buffalo.  Now Buffalo is only about an hour and a half away from Rochester—and handle all of the Western region of the company in kind of an operations/sales/manager role and you’ll have the operations—you’ll also have the sales and just a couple of sales reps and then you’ll be responsible for developing it and we want these to stand on their own as their own profit centers.  It was sales and operations. They had some people up there, and it was draining probably about $1.5M a year off of the income statement.”

“40% of the business in the payroll organization comes through the referral community—through the accountants—so I had to develop the relationships with the professional community—had to develop the relationships with the insurance agents and other third party and channel marketing partners to show some real value for our employee services. We had a lot of clients that were like that—and I did very well—turned it to a profitable entity probably generating about $5M or so a year of real revenue—running at margins probably at about 50%, and turned it around relatively quickly in about a two-year time frame.”

I asked Jim to segue into his Benefit Services and Payroll Division Mid-Atlantic Regional Sales Manager role.

“Again, I was tapped on the shoulder, and they said Hey we’d like you to play even a larger role—we’d like you to take over basically half the country called the Mid Atlantic area - hiring the people, running the operations, sales and developing the relationships and the partners for the products and services in that particular area, whether it’s Blue Cross or Guardian or other insurances as well. At that point in time the company also decided that they wanted to try and see if we could have a single sales force—so I had operations and sales—where one sales force could sell all products and services—where they could sell payroll and all of the services. Now we had to get these people licensed because they were selling insurance—we did it and we were successful.”

I didn’t have to ask Jim to segue into his Payroll Division District Sales Manager role – he just did. “The problem was quite honestly, we had less than 2% market penetration on a national basis for Paychex payroll services, and we needed to have the golden goose continue to be the golden goose. So we broke it off again into two separate divisions—I had the option of selecting either payroll or HR services—it was called benefits at the time—I chose payroll. I chose payroll quite honestly because offered much more exposure in the organization—it was the driving force of the company, and I thought my career would be able to move forward quicker that way.” 

“I stayed up in that area and managed the sales group no more than 90 days when the VP of sales said, Listen, would like you to move down to Orange County, California—it’s our largest area—it’s our most productive—it’s our highest revenue producing organization in generating new sales.  The average for payroll sales in the company was about 120 units—with an average revenue of about $1800. This group predominately sells between 190 and 200 per rep—but they’re running at about 60% of the objective down there—and I said fine—I’ll do it.” 

“I went down there and retooled the field organization, and the profile of the type of individual who we were selling to—began to develop bundling strategies—instead of selling and de-bundling our product—this is payroll—this is tax filing—this is unemployment—this is handbook and so forth—developed some strategies of bundling products—developed the whole insurances—developed working with insurance agents as a resource—developed the CPA community—because they were getting less than 20% of their business form the CPA community. When I left they were getting well over 50%--we were number one in the country in terms of developing the whole relationship. And within about two years—I was there maybe 22 months—completely turned it around.  We were 170%--140% of objective—just doing really well. Had the number one sales rep in the country—the number one ancillary product rep in the country—operationally, margins were exceeding company expectations—we were the largest in terms of margin percentage operationally. Client satisfaction and retention level on a national basis was running about 78.2%--we were pretty close to about 80.5%--which in those numbers—that is a pretty significant difference when you are talking about large numbers not small numbers.” 

Again, I didn’t have to ask Jim to segue into his HRS/PEO Division Director role – he just did. “So we did some really good things down there—or I did some really good things down there. Then was tapped on the shoulder again, and they said—Since you left the HRS division—(which we are called it now instead of benefits division)—it’s floundering, and we need some leadership there. What we’d like to do is have you consider one of two roles—we’d either like you to take over the senior sales job of the operations, and within the operations is all of the product and product development—all of the financial—have control of all of the budgets and financial—all the procurement of the products and services—all of the pricing strategies—all of the operations and services—the client satisfaction—the process from handing it over from the rep right through the maintenance of the client and the conversion issues and so on. I said I want to do that—that would be great—I think will continue to expand my horizons and my growth. I was 29 years old at the time, and it was just an unbelievable opportunity. We were losing about $5M maybe $6M a year generating about $4M a year on an annual basis. Our product portfolio was no more than some insurances—employee handbooks and some job descriptions—it just wasn’t’ moving forward—there was no leadership. Essentially there was probably about 40 some odd people in the servicing group, and we had fewer than 1,000 clients—because attrition was happening and they weren’t servicing the clients properly. Over the course of roughly about eights years what we began to do first and foremost was to focus on creating a better product portfolio.”

I stopped Jim and told him I’d like him to cover this role in more detail. “Sure—the first situation was to assess what our product portfolio was and how we were servicing the organization. What we basically had was a fairly myopic product line as I mentioned before—employee handbooks would be a good example. We would be selling employee handbooks—well we would go into a client’s office and not only sell them payroll—but we would provide the employee handbooks, and then we would provide the ongoing support services—the updating of those—the counseling of employer relations. When I came on board—we had all of our servicing people in this particular area. The pricing for this standalone product—just this product—was only about $499 and the recurring revenue that they were charging the client was absolute zero. So once the client bought a one-time $499 revenue product and Paychex was supporting this - there was no revenue stream. Essentially I analyzed what the value of the product was—I benchmarked it against the industry in terms of what third party consultants were doing—what attorneys were doing—what ASO models—what PU models and so forth probably would be doing for this particular aspect of the business. I Enhanced the product—added some additional value to it—modified it—got it legally certified so it could be held up in court—I cut a relationship with a company called Jackson, Kupman, Schnitzer—it’s one of the largest law firms in the United States on a national basis. They would legally review the database and certify the database—they would keep it updated—not only for federally mandated policies but also for state mandated policies. I added a support hotline—an 800 support hotline and beefed that up with the services that we would provide—not only on a reactive basis but we were going out and trying to touch the client and educate the client on human resource issues. We began to really create some value; we created a service that was worth about $3,000 on an annual basis. We took that service and created a revenue stream for the second year—where the client would pay—and just using an average client size of about 50 employees—would pay about $1,000 a year thereafter to keep the updates. They would get automatic updates—reprints for the local and the state—re-certification book—I created a performance appraisal manual we bundled they would get as well—and a safety manual as well with one of the products—both things would be updating so kind of like publications and documents. So real value where the client perceives some real service value.”

“At that point—from a service standpoint—just giving you this as one example—we had 30 or 40 people—I can’t remember the exact number—but people that were paying about $40,000 a year because they were HR generalists—well they were company HR generalists. I don’t know if you know the difference between a company HR generalist that knows how to shift a piece of paper from one basket to another and HR people that actually know how to service clients in terms of direct selling—so corporate versus direct relationships. These were all corporate HR people—the productivity of those people was reprehensible. What we did was delineate their functions where everybody was doing all tasks to segment the product almost from a manufacturing standpoint—because you’re manufacturing a handbook to front end people who conducted interviews. They would go through the interview with the client—extract information specific to their business.  This book would be massed customized—but the client would feel like it was a customized approach to their book. There were people that were doing interviewing and there were a couple of people that were doing the cleanup.  Well those people who were doing cleanup didn’t need to be $40,000 a year people—there were $10 an hour people who could go into the system and do WordPerfect.”

“We had the whole fulfillment group—we were able to buy some equipment—there was a piece of equipment we invested in it was worth about $100,000 and we depreciated it over the course of time—that eliminated about four or five people that were actually stuffing and collating and printing these books. We outsourced some of our binders—we were actually printing our own binders in-house—we cut a deal with a binder firm—Bach Binders—I can’t believe I just remembered that. So essentially what we did was cut that whole operational group expenses literally in half in terms of the employee handbook. So that kind of gives you one specific example.”

“Then I began to broaden the portfolio. I realized that from a benefits administration offering - we didn’t have any benefits—transactional pieces.  We had some relationships with health providers, but we had no transactional products and services.  The transactional products and services—I don’t know if you know much about payroll—but payroll is king—if you have payroll—payroll data is worth a lot of money and if you can transfer payroll data for a lot of benefits administration as everybody knows—you can generate a whole lot of profit—because it is the transaction of taking that information and generating it to another party without having multiple people touching it and record keeping and so on. What I wanted to do was to create transactional businesses in themselves that would be high margin businesses able to be low service businesses in terms of personnel, and begin to use those businesses off of the existing platform that we had—which was an Oracle based platform and then just buy some third party connectivity software to do that.”

“The first one—well Section 125—we’re providing medical insurance—Section 125 taking medical deductions on a pre-tax basis would make a whole lot of sense. That’s all pre-tax—it all ties into payroll—let’s do that. I essentially started that from ground zero.  By the time that I left—we had over 30,000 clients that were utilizing the Section 125 products between POP and FSA—the pre-tax margins were in excess of 85%--the average revenue per client was roughly about a $30M business—to give you an idea in terms of pure revenue. On an annual basis in terms of the sales—the sales force were selling—when I left there were about 200 sales reps and each sales rep was selling probably about five or ten a year—it was pretty significant in terms of new business and growth. That was just a little unit—that was just a line of business—that was just one particular line—we still had the handbook—so we developed the transactional business.”

“Along with that—another transactional business, which is a huge gold mine from Paychex right now was the retirement services record keeping. In the old days if you wanted a 401K plan, or you wanted some type of retirement plan, for the small businesses or mid-sized businesses—you would either not be able to get it—or you would have to pay such a fortune that it would be easier to give your employees a Christmas bonus of a couple hundred dollars than put a plan in place. So you as an owner didn’t benefit, and your employees didn’t have anything—so by using payroll data and transacting that data from the payroll system to the fund manager, i.e., Fidelity or Merrill Lynch or whomever—essentially what we did was change the world the way 401K record keeping was done.  Right now—Paychex is the largest record keeper for small to mid-sized businesses—in fact—they passed Principal recently—that business in itself is probably about a $70M business right now for Paychex. It’s a huge business.  That was one of the things I brought to XYZstaff was building that thing from scratch.  It turned out—as we got into it—they realized their commitment to going outside the PEO base was not significant. There was no interest—which was different than what the intent of the plan was and where it needed to make any money. So I broadened the spectrum—added the retirement services—added the transactional businesses if you will—retooled the products and the profit in the portfolio.  Just to give you an idea—when my counterpart on the sales side and I came on board—the average sales representative was selling about $50,000 of revenue on an annual basis—when I left—we actually had somebody that actually sold over $500,000 of revenue. Now for a small transactional business that’s pretty darn good. The people had product and services to be able to sell as well.”

“One of the things I said was workers’ compensation really should be like a payroll tax. I wish I had a patent on this by the way—you and I wouldn’t be talking because I’d be on the beach right now—in this particular one—because every payroll company in America is using this—in fact ADP wanted to recruit me to run this business for them but I just couldn’t work for the competitor like that. At Paychex you were pretty loyal to the blue.  Anyway—workers’ compensation, and what we could do, is strictly a function of payroll. Workers’ compensation is broken down into wage classifications—as you know—if you’re in clerical, you’re in clerical—if you’re in roofing—you’re in roofing and it’s driven off of your wages—so whatever you made for that particular pay period that is really what the premium is. Often times workers’ compensation premiums have to be paid sometimes annual in advance. Depending upon the premium—sometimes there is a significant down payment. Oftentimes there is an annual audit where companies project what their premium is going to be. Then at the end of the year based on actual wages—there could be a significant amount of money that sometimes companies need to come up with.  This can often be a surprise for mid-sized businesses or small businesses, and could be a significant cash impediment sometimes. I developed an idea that would allow us to take the calculation of premium every pay period from the payroll, and integrate and transfer that over to a workers’ comp carrier. What I did was I went out and I began to talk to insurance companies on the P & C side. I put together a little dog and pony show and met with—whomever—and finally it came to the relationship with The Hartford. The Hartford was our carrier that said, yeah—we’d get involved in this relationship with you. We took a business from zero clients to when I left - we had over $150M of premium—we were selling over 15,000 clients on an annual basis—we had 50 sales representatives selling those products and services on a telemarketing basis over the phone—licensed in the different states—the margins on that thing was probably about 72% because it was pretty much early—we had yet to leveraged as much of the operational efficiency as we wanted to on the front end.  I basically built that from scratch—and was President of that subsidiary—since we had risk management and underwriting.”

Jim just segued into his President’s role.  “Yeah—duel role at the same time as my Director role—just an opportunity where I learned some more about business—how do you start up a subsidiary—I was a board member of that—it was really a little company. I wasn’t truly an officer of the corporation or anything of that nature, but it was good experience.”

“I worked for one of the co-founders of Paychex—a gentleman by the name of Gene Palacini—who ran that division.  We really realized that as a company we always had an eye out in the staffing industry—before it was called PEO.  We had considered why don’t we start up a PEO—why don’t we start up a structure and basically that’s what I did. I sold the company on this idea. I drew this pyramid, and at the bottom of the pyramid— probably about 1996—we were beginning to look at that industry saying—okay— if you looked at a pyramid, now we’ve got the bottom layer which is our payroll—our universe and our market space—anybody that can write a check and fog a mirror is a payroll client.”

“Next layer—those are stand alone products and services that we can drive off of that.  We can drive additional revenue services and fees, and we can drive additional margins by buying stand alone retirement services—insurance services—HR services—and so on. Probably about 90% of that universe, we should have something there if not all of that. The next layer we want to do is we’d like to add value by beginning to bundle those services. We would bundle those services much the same like a PEO, but we wouldn’t enter into the co-employment relationship—so we called it Paychex XYZstrative Services—PAS.”

“Then at the top of the pyramid what we would do is say that’s the PEO client.  It’s a smaller space in terms of the universe—because of regulatory issues and states—it’s a small space in terms of clients truly understanding it or wanting to engage themselves in that—it’s a smaller target in the fact that your risk selection profile is smaller—hinged upon some of your insurance parameters that you are held hostage by—so it’s different, but it’s your highest revenue—it’s your highest risk. So in about 1996 we began to develop that portfolio.”

“What happened was we had an executive vice-president in charge of mergers and acquisitions, a fellow by the name of John Carlin. In 1996, he went out cut this deal with this company called National Business Solutions—almost independently without anybody involved in this thing. At the time, he paid significantly more than what the going rate was—because there wasn’t an understanding of this difference between, what I talked about, gross revenues to gross profits.  We ended up paying $140M for a company that probably wasn’t worth more than about $20M. He was asked to move on relatively quickly. After we acquired it, realized it was a mess—realized we overpaid for it—it was handed off to Gene Palacini. Gene said, Hey Jim—we need to figure out what’s going on. If we were told this thing was making money—if were told we should be able to leverage our services off of it—we should be able to leverage the platform, the centralized processing, and some other things that we developed here and do something with it. There were only about 16 sales reps affiliated with it.  What we did was we dug through it—we cleaned up the systems—we basically built our own system—we integrated it with out own payroll system—we essentially leveraged all of the unemployment business that we had—the COBRA administration—the health administration—the HR handbooks—all of the technical and operational processes—we basically gutted it.  We were able to say, hey we are already doing these for clients for all of these other services. Why wouldn’t we just do it for the PEO clients—which just immediately cut probably $5M of pure expenses right out of that thing?  I went in there and renegotiated all of the insurance relationships—we enhanced the insurance relationships—the product offerings for the insurances.”

“Actually what I did was pretty interesting—initially in insurance, in a PEO for health and welfare, there is an ARISSA law that says you can’t make profit off of your employees. Well because we set up this subsidiary, I went out and found an attorney in Washington. I said here’s the challenge—I believe that as a separate subsidiary, if we were named as the broker on this account, we could collect a commission from the sale of these policies to our PEO. Went out and found it—we all agreed - Hey this is the company, this is the business risk that we’ll take. It generated probably $1.5M of net income—you know—just for a little business like that, we did it, we had to disclose it to our clients—we just disclosed it with a sheet—but it was just another way to be creative in terms of being able to leverage off our platforms if you will.  We cleaned up the mess, and cleaned up the PEO.  So we had the PEO, the ASO model, and the whole pyramid structure. 

I asked Jim to paint his segue to XYZstaff Vice President, Benefits/Human Resources and Operations role.  “My segue to XYZstaff, as I mentioned earlier—Gene Palacini had gotten very sick, and had been sick for a couple of years. Things were kind of changing at the company—there was a lot of retooling and a lot of repositioning. I had made a lot of money off of our stock, and was being approached by a lot of different people about - Hey why don’t you do something different. I was under 40 years old obviously—at that time—the dot-com era people were starting companies. I was at a point in time in my life where I had just gotten remarried to a new wife, and just had a new baby.  I wanted to go out and meet with some VC’s, some private equity firms, and looked at buying businesses—looked at starting companies—looked at getting involved in some different things.  Then the bubble burst, and people retrenched. Throughout that time I had other job offers, but I don’t think I even had a resume. I just kind of trenched and plopped my money on the sidelines as the JDS’s and Linux’s were going from $300 to $3 a share. Even Paychex - I got out at $59, and the thing went down to like $24—the timing on that was pretty good. XYZstaff kind of caught me in the spring and said they’d like to talk. What I was told was they want to be like Paychex.  I can get in on a different level, probably a leadership level.  Add a whole different economic value to my portfolio and my family. I decided to take the risk. They moved me down here and it did materialize the way I thought.  I liked what I did—I like this space—I like the benefits administration—the operations administration—the combination of dealing with channel marketing and negotiating with vendors and relationships and providing services and products—I mean—I like this HRO/BPO space—I like it a lot and I think I know it and I have tremendous contacts across the board.”

“Within those early years, as I said I moved a lot and enjoyed it. I enjoyed the focus. I enjoyed where the company was going. As the company gets bigger, sometimes it changes.  I like the smaller companies in that growth mode. I think a company like this [“The Client”] has a good ten years of juice if you will—before it even gets to some of those levels. I’m not really interested in going to a bigger company—but philosophically what I am more focused on is management’s intent—management’s strategic objectives—management’s execution—not only the plan but also the reality of the execution, because I’ve seen pipe dreams before and people who don’t know how to execute. Even in this industry—I’ve seen some people like you had mentioned [D-Players] quite honestly.  This is one of the main reasons I left. I felt that I was able to play at a much higher level, and actually change this industry.  The XYZstaff executives I was associated with weren’t committed or sophisticated enough to do this.  I don’t want to be branded as a –PEO- industry person.  I know the industry, but I think I’m healthy for the industry because I’m not an inbred PEO individual. I’ve been bred in a real company, Paychex that created and has had a PEO. It’s been a component of the business.  A lot of these people in this industry are holdovers, and they say we’re really HRO/BPO outsourcing—no you’re not—you’re still PEO people and all you’re looking at is catching the margin spreads—you’re not big picture thinkers. I would say XYZstaff is one of those—they aren’t serious about it—in fact—”The Client” wouldn’t have been on my radarscope initially. I said, hey this is interesting. I didn’t realize “The Client”—and I realized they brought in some—professional management—I knew Phil Kelly was on board with new leadership from the outside, and then seeing this opportunity.  To me, that excites me, because that means that this has new ideas—this is really serious committed professional management.  I would work well in that environment.”

Jim is -very- excited about this opportunity.

Candidate Compensation 

Jim’s most recent compensation at XYZstaff was a $190K base, and a 40% bonus.  It should be noted that this bonus plan is new, and that there was no bonus program last year.
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