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IRS relaxes registration requirements for Professional 
Employer Organizations; Form 941, Schedule R required    
 
In Notice 16-49, the IRS provides interim guidance relaxing certain requirements for the 
voluntary Certified Professional Employer Organization (CPEO) program.  
 
In other developments, the IRS has issued draft Form 941, Schedule R  that is required to be 
attached to Forms 941 filed by CPEOs.  CPEOs complete new column (b) “Type of wages, tips 
and other compensation.”  
 
Background  
 
As we reported in EY Payroll NewsFlash Vol. 16, #012 (1-8-2015), CPEOs will be recognized 
as the employing unit for federal employment tax purposes.  Choosing to become a CPEO 
offers several benefits to Professional Employer Organizations (PEOs) and their clients.  For 
instance, employment tax costs are reduced by allowing the CPEO to consider year-to-date 
Social Security (FICA) and federal unemployment (FUTA) taxable wage bases when it enters 
into a co-employment relationship with its clients. The issue of liability is also resolved for 
CPEO clients since they are not responsible for federal employment taxes a CPEO fails to 
remit. (Public Law No: 113-295; H.R.5771) 
 
In EY Payroll NewsFlash Vol. 17, #081 (5-25-2016), the IRS issued temporary and proposed 
regulations that describe the application process and certification requirements necessary for 
obtaining CPEO status.  The proposed regulations also explain the federal employment tax 
liabilities and other obligations of a CPEO. As we reported in EY Payroll NewsFlash Vol. 17, 
#101 (7-7-2016), the IRS then released details on how professional employee organizations 
(PEOs) can apply for certification. 
 
The IRS began in July 2016 to accept online applications for PEO certification. For more 
details, see the IRS website. 
 
All of the most recent guidance governing CPEOs is available here.  
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https://www.irs.gov/pub/irs-drop/n-16-49.pdf
https://www.irs.gov/pub/irs-dft/f941sr--dft.pdf
http://thomas.loc.gov/cgi-bin/query/z?c113:H.R.5771
https://www.gpo.gov/fdsys/pkg/FR-2016-05-06/pdf/2016-10700.pdf
https://www.gpo.gov/fdsys/pkg/FR-2016-05-06/pdf/2016-10702.pdf
https://www.irs.gov/uac/irs-explains-application-process-for-new-certified-professional-employer-organization-program
https://www.irs.gov/for-tax-pros/basic-tools/certified-professional-employer-organization
https://www.irs.gov/for-tax-pros/basic-tools/certified-professional-employer-organization
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Interim guidance issued as result of taxpayer comments    
 
The IRS received comments indicating that certain provisions of the regulations and Revenue 
Procedure Rev. Proc. 2016-33, (6-4-2016) may unnecessarily limit the ability to apply for 
and maintain CPEO certification, including the requirement that:  
 

(1) A certified public accountant (CPA) opinion be submitted that shows that the PEO’s 
annual audited financial statements reflect positive working capital (or meet certain 
rules that permit negative working capital in limited circumstances) and that it 
computes its taxable income using an accrual method of accounting 
 

(2) a CPEO applicant submit a written declaration of an independent CPA, who submits 
opinions and attestations regarding the CPEO applicant’s annual audited financial 
statements and ongoing federal employment tax compliance, declaring that the CPA is 
authorized to represent the CPEO applicant before the IRS 
 

(3) a CPEO be a business entity that is not a disregarded entity  
 
 
Notice 16-49 describes modifications to these requirements that the IRS intends to make 
when publishing final regulations and updating the revenue procedure. Taxpayers may rely on 
the guidance provided in Notice 16-49 until the final regulations and updated revenue 
procedure are published.  
 
In addition, Treasury and IRS are aware that, for PEOs submitting certification applications 
during the first year of the program, the audited financial statements that must be included as 
part of the application might not include some of the elements required by the regulations 
because the statements relate to fiscal years that end before or shortly after the regulations 
were issued. To address this issue, Notice 16-49 provides transition relief for meeting the 
audited financial statement requirements in the regulations and revenue procedure.  
 
Finally, in recognition that the notice provides interim guidance on requirements applicable to 
PEOs which may already be engaged in the process of applying for certification as a CPEO, 
Notice 16-49 extends to September 30, 2016, the deadline by which a complete and accurate 
application for certification must be submitted in order to be eligible for an effective date of 
certification of January 1, 2017. 
 
 
 
 
 
 
 
 
 

https://www.irs.gov/pub/irs-drop/rp-16-33.pdf
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For information concerning this EY Payroll NewsFlash contact Debera.Salam@ey.com or 
Kyle.lawrence@ey.com 

_____________________________________________________________________________________ 

The information contained herein is general in nature and is not intended, and should not be construed, as legal, 
accounting or tax advice or opinion provided by Ernst & Young LLP to the reader. The reader is also cautioned that 
this material may not be applicable to, or suitable for, the reader's specific circumstances or needs, and may 
require consideration of non-tax and other tax factors if any action is to be contemplated. The reader should 
contact his or her Ernst and Young LLP or other tax professional prior to taking any action based upon this 
information. Ernst & Young LLP assumes no obligation to inform the reader of any changes in tax laws or other 
factors that could affect the information contained herein. Copyright 2016. Ernst & Young LLP. All rights 
reserved. No part of this document may be reproduced, retransmitted or otherwise redistributed in any form or by 
any means, electronic or mechanical, including by photocopying, facsimile transmission, recording, rekeying, or 
using any information storage and retrieval system, without written permission from Ernst & Young  LLP.    
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