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Puzzle Piece Five
HR and Your

Employee Handbook

In most organizations, human resources is the department within the organization that supports 
your most valuable resource: all things “human.” Companies with fewer than fifty employees 

frequently delegate this to the Controller, Office Manager, or whichever manager says, “Yes, I’m 
good with people.” In this type of situation, “HR” usually means the person who takes care of the 
required paperwork for employees.

If we agree that the most expensive, complicated to find, and difficult to replace resource is 
your people, why don’t most entrepreneurs make human resources more of a priority? I believe it’s 
because most leaders think they’re not good at HR and are afraid they’ll make mistakes, possibly 
costly ones. Sometimes they’re afraid of being sued, sometimes that they don’t know how to man-
age people, sometimes of conflict, and generally (like most people) of what they don’t know. But I 
recommend that you make “human resources” one of your top priorities as a CEO. Don’t let this one 
just fall into someone’s lap. Intentionally find your most skilled and knowledgeable “people” person 
to be in charge of HR. Otherwise, you might just find out why there are so many good employment 
attorneys in practice.

Once your company gets to a certain size (usually at about fifty to seventy-five people), and 
depending on the nature of your business, you’ll need a full-time HR professional. Up to that point, 
the duty can be shared with another position, but it’s always advisable to enlist outside help in ad-
dition to your internal person. Following are some of the issues, including an employee handbook, 
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that your HR person or team will want to consider to keep your employees satisfied and your com-
pany productive.

HR Duties
Once you’ve designated the lead for your HR functions, it’s important that you’re both clear on 

what that person will be responsible for in that role. Following is a list of some of the duties your 
HR head is likely to be in charge of:

•	 Job descriptions
•	 Salary ranges
•	 Recruiting
•	 Interviewing
•	 Hiring
•	 Training
•	 Firing
•	 Company policies
•	 Benefits contact
•	 Handbook
•	 Enforcement
•	 Company morale

This is just a short list of possible duties of the HR professional in your company. Just be clear about 
that person’s level of authority—where it begins and ends—and what the responsibilities of the 
position are.

HR Team
In most companies too small for a full-time HR professional, these duties will likely be shared 

amongst several executives or managers. Be sure to match duties to both skills and personalities. 
For example, if you have an intuitive manager who is particularly good at reading people, put that 
person on the interviewing team. (On the other hand, having someone on your HR team who en-
joys firing people will most likely lead to lawsuits. In HR, regardless of wrongdoing, you will always 
have to prove you were not at fault, and doing so will most often be expensive.) Because people like 
to be involved in the decisions that directly affect them, make sure you have different departments 
represented including the one where the position is open. However, be clear about the authority you 
grant these individuals. Are you asking for input or a decision? Not making this type of expectation 
clear from the outset could leave your people feeling that their input was not heard or valued.

Outside Resources
For smaller companies, there are several organizations that can function as your employer’s HR 

resource. In Washington State we have an organization called Washington Employers, Inc. which 
acts as an outside HR resource for companies in Washington State. A company like this is invalu-
able because they will review your handbook, answer legal questions, and recommend other kinds 
of outside help when you need it.
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There are usually two other types of outside help: 1.) an employment attorney who is an expert 
in your state’s employment laws; or 2.) some type of coach, counselor, mediator, or other employ-
ment professional who can help before a situation escalates to the attorney level. The latter type of 
help can be invaluable because it can be difficult to determine which stage you’re at when a situ-
ation is getting complicated. Because state and federal governments almost always side with the 
employee, it’s wise to get help early and often.

When you do need to hire an attorney, don’t make the mistake of going to your business attor-
ney for advice on employment matters. These areas of expertise are quite different, so go straight to 
the right kind of expert. Employment attorneys come in two varieties: ones who represent employ-
ers and ones who represent employees. When you choose an employment attorney, make sure yours 
has experience successfully representing employers.

Here’s an example of how a situation can get out of hand despite good intentions. I once had 
a sales employee who stopped coming to work due to “medical problems.” We granted him extra 
vacation and paid for it as a kindness. Then we let him take an extended leave of absence for two 
months. When he returned, we found out that he had voluntarily gone for electroshock therapy 
(an extreme treatment for depression). We could no longer let him work the phone with customers 
because he was not coherent or consistent when speaking. We offered him several other positions, 
which he declined, so we had no choice but to offer him unemployment and lay him off. The next 
day we were served with a wrongful termination suit from the state. Although we won the first 
round, he went on to file a civil suit which we ended up settling. We later found out that he had run 
up all his credit cards in the preceding month and had filed for bankruptcy the same day he sued us. 
We devoted considerable resources, including some significant out of pocket costs, to dealing with 
this situation.

There are several lessons to learn from the above experience. First, paying for the extra vacation 
set a very costly precedent for other employees. We might have averted this issue by having the 
policy spelled out more clearly in our employee handbook (which I’ll talk about in depth shortly). 
Second, not getting better legal advice at the first hint of trouble cost us tens of thousands of dol-
lars. So don’t keep throwing Band-Aids on an employee problem like we did. Get the outside help 
you need early.

Employee Surveys
Your employees are a great source of information about how your company is doing, both in-

ternally and externally. Remember, your job is to grow your people. As the CEO, you want to know 
what your employees think and feel about your organization so you can do just that. One way to 
do this is with surveys. There are more expensive surveys you can outsource to HR firms to find 
out what’s “really going on” and you will glean some good information from these. They are usually 
anonymous and ask general questions about how employees are treated and how they’re feeling. 
However, some employees don’t believe they’re anonymous, and therefore are not truthful about 
anything they fear might lead to retribution or punishment. And that’s probably the information 
you most need to know.



6

Mary E. Marshall, Putting Together the Entrepreneurial Puzzle: The Ten Pieces Every Business Needs to Succeed ©2014

One of the best, and least expensive, ways to survey your employees is to use the “Twelve 
Questions” model developed by Marcus Buckingham in his book First, Break all the Rules: What 
the World’s Greatest Managers Do Differently. This short survey asks twelve simple questions that tell 
you a lot about how your employees feel about working for you. The beauty of this survey model is 
that it’s easy to administer, easy to take, and nonthreatening. (You can easily find the survey online 
by searching for the “Gallup Q12.”)

Typically, it’s enough to survey your employees once a year. However, if you’re implementing a 
major change initiative, are making a change in ownership or management, or are undergoing any 
other significant event you might want to survey more frequently.

Two Cautionary Notes on Surveys
Cautionary Note 1: If there is some obvious deficiency or action that should be addressed 

as a result of the survey, be sure to take action. Communicate what you will be doing, when, how, 
and why. There will be an exponentially greater negative impact for doing nothing after asking 
for input, than for asking for nothing and doing nothing. Always communicate what you found 
out and what you are going to do about it.

Cautionary Note 2: Always have your most trusted individual (usually the HR Director or 
Manager) oversee the survey and review the results so employees never feel they can’t be honest 
about a manager for fear of retribution. Once you’ve lost your employees’ trust that they can 
speak honestly you can never gain it back.

Performance Reviews
While performance reviews can provide valuable feedback and coaching to an employee, most 

do not. The keys to a good performance review are consistency, brevity, clarity, and a mutual agree-
ment on the plan going forward. Let’s go over each of these points in more depth.

Consistency means that, whatever policy you have for timing of reviews, follow it. If you’re 
going to change the timing for whatever reason, make it known well in advance. If you don’t, your 
employees will tell their own stories about why you aren’t doing reviews, and their interpretations 
will almost always be wrong and negative.

I prefer to do reviews quarterly or semiannually. An annual performance review is a year late, 
and will tend to focus on one or two good and bad things without really giving accurate and timely 
feedback to the employee about what you want. A quarterly review provides for timely feedback so 
that course corrections can be made if necessary. Conduct reviews in the spirit of coaching. This is 
an opportunity for you to grow your employees through mentoring. They shouldn’t feel like they’re 
visiting the principal’s office.

Brevity means make reviews short (fifteen to thirty minutes at the most) and to the point. 
Don’t go through a long laundry list of personality characteristics that will be graded on a scale of 
one to five. Realistically that has no impact on the work you need this person to execute in the near 
future. Instead focus on goals that you mutually set at the beginning of the year, semiannually, or 
quarterly.

The first time you do performance reviews, sit down with your employees and guide them 
through goal setting, and what you think will help their careers, the company, and the position or 
department they’re in.
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The second time you do this have employees submit their reviews to you in advance, at least one 
week prior to your scheduled meeting. Make notes or add comments to their reviews on the same 
form, and then discuss their comments and yours at the assigned review time. Setting this up as a 
conversation, not an inquisition, will promote trust and growth.

Remember that the key to any behavioral change—which is the only kind of change you can 
really affect at work—is timely and consistent feedback and coaching. The same principal applies 
for recognizing desirable behavior: good employees want to know that they’re on the right track 
and that you appreciate what they’re doing. If they work in a feedback vacuum, they’ll likely stop 
performing well or they’ll go elsewhere.

Clarity means that when you leave the performance review (coaching session), each of you is 
crystal clear on the objectives, what was meant by what was said, and the plan for moving forward. 
Don’t leave the meeting until you’re sure your employee understands all feedback and goals, and 
doesn’t have any lingering questions or thoughts. It’s important that your people feel heard.

Mutual agreement fosters buy-in so your employees are really invested in their own growth 
and development. If you’re doing performance reviews only to get better performances out of peo-
ple, forget it. Your people need to know that you’re concerned about their well-being and their 
personal growth. The benefit to you is that employees who feel like they’re growing will help your 
company grow. Let your people participate in setting their goals, or even let them come up with the 
performance goals. In most cases where I’ve seen employers implement this type of goal setting, the 
employees are much more aggressive than their leaders. It might seem easier just to assign goals, but 
using goal-setting as an opportunity to negotiate and discuss why certain targets are mutually ben-
eficial to the company and the employee has long-term payoffs that dictating objectives never does.

By implementing a methodology of more frequent, brief reviews, you have two to four evalu-
ations in place when it’s time to look at raises. When you look back at those documented reviews, 
it’s not a mystery to anyone whether your mutually agreed upon goals have been met. If you’ve been 
clear and concise with your goals there should be no ambiguity about achievement, and the discus-
sion about raises should be fairly simple.

That said, I’m a believer in decoupling pay raises from performance reviews. Every company 
should have a fair pay policy such that, as long as both individual and company goals are met, an 
annual, fair, wage increase should be given (usually 2–7%). For exceptional performance, however (a 
project that was pulled from the fire and rescued, outstanding leadership, etc.), an additional bonus 
should be awarded.

Once again, though, use your values to guide your pay practices. Is the way you pay your em-
ployees consistent with who you are? Are people rewarded fairly for performance? Do you have 
other incentives (time off, vacations, etc.) that also reward good employees? Make sure you develop 
a combination of incentives so that the work and the incentive aren’t always about pay.

To reiterate the basic principles of performance reviews: be consistent, brief, clear, and in agree-
ment. You’ll be happy you did. (See the Sample Performance Review Form at the end of Chapter 
Four.)
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Fostering Collaboration
Let me preface this by saying that collaboration is not as important in some companies as in 

others, and in some it’s not important at all. For example, some outside consulting firms might not 
care if their people work together productively, because collaboration isn’t a requirement for success 
as a consultant. However, in most cases, some sort of collaboration is necessary to achieve company 
goals. You as the leader, in conjunction with your managers, need to determine how much interac-
tion is necessary. So, once you’re clear on where you’re headed and what you hope to accomplish, 
diagram out where each of your departments intersect, and devise ways that they can be incentiv-
ized to work together. Think of this as intentional collaboration.

Why is intentional collaboration important? Because, when goals and incentives are not inter-
related, inter-departmental collaboration is unlikely to be present. While competition within a 
company can be a great motivator, if it is at cross-purposes with collaboration—and therefore the 
company’s overall goals—you are creating waste in both human potential and material resources. 
For instance, an outside sales team that needs the customer service department to deliver as prom-
ised will need to find ways to work together. If the two teams see themselves as competitors, no col-
laboration can happen. Instead, pair them up to achieve the mutual goal of customer satisfaction so 
they support one another. Sales and service teams that have mutual goals usually perform to higher 
standards with happier customers as a result.

A very successful engineering firm had a problem with delivery dates, leaving the sales team 
constantly over-promising and the service team under-delivering. This caused each team to point 
fingers at one another. The CEO sat down with both department heads and facilitated a discus-
sion that lead to an agreement about mutual goals. Both sides acknowledged behaviors that were 
not serving the ultimate goal of promoting new products, and they devised ways they could work 
together versus working from separate agendas. The result was a clear communication process, no 
more in-fighting or hidden agendas, and two departments that celebrated each other’s successes so 
mutual goals could be met. It was the first year in which each of these two departments not only 
met, but exceeded, the company’s goals.

Gaining collaboration is usually pretty simple. It’s just a matter of acknowledging what is cur-
rently happening, how that is at cross-purposes with the company’s values, and what it’s costing 
the company in time and money. Once the wrong road is identified, it’s easier for everyone to move 
to the right track. So, decide which areas of your company absolutely need collaboration and how 
you will foster it with teams, rewards, incentives, and shared goals. Also decide what you’ll do when 
collaboration gets off track. Having a plan will make it easier to identify and rectify a collaboration 
snag when it happens.

Celebrating the Wins
Winning teams love to celebrate. We’ve all been involved with companies that have “employee 

of the year” awards or other annual rewards. Whether or not these are actually rewarding and moti-
vating depends on how the recipients are chosen and the awards administered. A big part of making 
rewards successful is rewarding what deserves to be rewarded. You’ll need to decide, consistent with 
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your vision and culture, what is part of someone’s job (the minimum they have to do to get paid) 
and what is something more that deserves recognition. This can be a very fine line. If you recognize 
an “employee of the month” and one month you give it to someone simply because they haven’t ever 
received it or because no one else really did anything outstanding, you’ve just gutted the value of the 
award. If one of your values is integrity or authenticity, and you do this, you have now violated a core 
value. Much better not to give the award when no one has actually earned it.

One program I’ve seen work successfully is a rewards program where employees hand out 
tickets to each other for whatever it is you want to encourage (this is sometimes called a “WOW” 
program). Each month, the employee with the most tickets gets half a day off. This can be a very 
inexpensive and effective motivational program that also builds awareness and good will amongst 
your employees. You could even tailor this around your company values, where employees could give 
out tickets every time someone did an outstanding job living the company values (they should all 
already be living them, so make sure it’s above and beyond).

However you choose to celebrate wins, start by determining what’s most important to your em-
ployees and develop the program around that. Remember that one size doesn’t fit all. For example, a 
design firm chose to reward hours completed on time for each contract. Each designer was awarded 
hours that accrued on a chart all year. Anyone who reached a certain number of on-time billable 
hours (meaning within the project scope and deadlines) could earn a trip to Italy. The company 
made a huge chart with planes and destinations to put in the conference room so they had a visual 
at all times of where everyone was on their “journey.” Some employees complained that they didn’t 
have as many opportunities to earn hours as others, to which the CEO responded: “Make yourself 
an opportunity.” And they did. The majority of the team was able to earn the trip. While the contest 
aspect rewarded individual performance, the company acknowledged the importance of the team by 
inviting everyone who didn’t earn the trip to go at their own expense. Some did.

My favorite incentive was by a Seattle manufacturer and distributor of tchotchkes. After the 
company had achieved an incredible sales hurdle—a real stretch goal—the CEO decided to reward 
everyone in the company. He chartered two buses and drove all the employees to the mall. Once 
there, he gave them each $200 in cash. The rules were: they had one hour to spend it; they could 
not spend it on someone else; and they couldn’t save it. After an hour everyone boarded the buses 
and returned to the office where they showed their items and told why they had bought them. 
Afterward, they had a pizza party. This adventure did so much for company spirit during a difficult 
time that it became an annual event that produced great results in both morale and productivity. 
Not surprisingly, one of this company’s values was fun, which they certainly demonstrated through 
this exercise.

To sum up, the key to success with any reward program is that it contain the following elements:

•	 The reward is appropriate to the desired behavior.
•	 The program rewards both individual and team goals.
•	 The rewards are in alignment with company values.
•	 The behavior being rewarded is in alignment with overall 

company goals.
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•	 The program is clearly defined and measurable.
•	 The program changes so it doesn’t lose value.
•	 The program is not set up as a popularity contest.
•	 There are both structured and random elements.
•	 Families are included in annual programs because your employees need support from home 

to give extra hours.
•	 The recognition feels positive to the individual employee (not 

everyone likes to get up in front of a crowd).
•	 The program is creative, visible, and fun!

Employee Handbook
This should be the guidebook for everything employee related within your company. There are 

numerous samples and templates available to you to create an employee handbook, but the caution-
ary words are less is more. The more complex your handbook is, the more rigidly you’ll have to handle 
all situations and, consequently, the more things you can potentially be sued for. The less you have 
specifically identified, the more freedom you’ll have to use common sense. Like me, you might have 
wondered how big corporations, unions, and governments create employees who are incompetent 
(think of the DMV) and in a lot of cases downright scary (think of the U.S. Postal Service). The 
simple answer is too many rules. Too many rules takes the power to think away from your employees 
and makes them dependent on structure. From a management perspective, the more rules you have, 
the harder it is to fire someone legally.

Once you’ve decided on the source of your template or hired someone to write your handbook, 
you will also need to find a third party to review it. At its most basic, your HR manual should ac-
curately reflect all of your company policies. But it should also include three additional elements: 
adherence to current law, enforceability, and, most importantly, common sense. Your employee 
handbook should start out with a company history so that how you started and what you have been 
working on are recorded somewhere. This also gives your new employees a little window into what 
the company has done. Your handbook is also a good place to reinforce your intentional purpose: 
your mission, vision, and values (those three statements you worked so hard on). If you do so no-
where else in your company, you should have those things recorded here. Of course, by this point, I 
hope you have them in many more places than just your handbook!

A note of caution before you start: as you develop your manual be careful to use the word “be-
havior” instead of “attitude.” Behavior is concrete and observable, while “attitude” is very subjective 
and interpretive. In the event that you need to fire someone, you’ll be on much firmer ground point-
ing to specific behaviors.
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Employment Practices: 
What You Need to Spell Out

Equal Employment Opportunity
Yes, you do need to say that you are an equal employment opportunity employer. If you 

don’t, you just open yourself up to potential lawsuits. The statement doesn’t need to say that 
you embrace the world, but it must say that you do not discriminate and that you adhere to all 
federal and state laws relating to such and to the Americans with Disabilities Act (ADA), and 
that you communicate employee rights as required by law.

Harassment and Anti-Discrimination
The purpose of this statement is to help create a workplace that is free from all forms of 

harassment, and to insist that all employees are treated with respect, dignity, and courtesy. This 
should make very clear what the company stance is against harassment and discrimination 
and what the complaint procedure is. You should also include some examples of unacceptable 
behavior and the consequences of such conduct. See the sample harassment and anti-discrimi-
nation statement at the end of this chapter.

At Will Status
This is where a lot of small employers get confused. “At will status” simply means that you 

can let people go when you want to because they are employed “at will.” Most, but not all, 
states include “at will” in their employment regulations. Basically then, the fact that you hired 
someone doesn’t mean you have an obligation to keep them employed (this may not be true if 
you have signed a contract), though it doesn’t mean you can treat them unfairly. I encourage 
you to always do your best to make a place for someone, but if that person really doesn’t fit into 
your organization, you can let them go. Where companies get into trouble is when they negate 
their “at will” status by using terms such as “probationary period,” “trial period,” “cause,” “per-
manent,” “career,” and “loyalty.” All of these words are problematic because they imply that, if 
an employee does perform any kind of paid work for your company, he or she will be entitled to 
permanent employment. For this reason alone, you need to have this section of your employee 
handbook reviewed by an outside expert to keep you safe.

Attendance and Leave Policies
This is simply the place in your handbook where you identify what constitutes acceptable 

attendance for your company. It could be something like this:

The Widget Company commits to customers to meet certain work schedules and delivery 
dates. In order to do this, we must be able to depend on regular attendance of all our em-
ployees. We look on regular attendance as an essential requirement of any job.

And then you would go on to explain what your rules are regarding tardiness and absenteeism: 
specifically, what is and isn’t acceptable; who employees have to report to and by when; whether 
or not they have to cover their shift; when they need to have a doctor’s note (usually after three 
days); and what happens if they don’t follow the rules. If you have over fifty employees, you’ll 
need to identify that they are covered under the Family Medical Leave Act and explain what 
that means for them. 
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Think about whether there are other types of leave you will accept in addition to those 
dictated by law. Sabbaticals are a great way to retain excellent employees by giving them an 
opportunity to recharge. In our overworked society, creative leave policies can be a great non 
pay-based incentive.

Overtime and Work Schedule Policies
If your company has regular work schedules or potential for overtime, you need to define 

that in your Employee Handbook. I won’t go into all the possible rules for overtime here; suffice 
it to say that, if you have hourly employees (these are referred to as “nonexempt employees”) and 
you adhere to the standard forty-hour week, you will need to pay overtime and time-and-a-half 
if they work more than forty hours. However, there are all sorts of rules relating to the “work 
period” and how you calculate overtime (for example, if nonworked paid time counts towards 
the forty hours). You will need to decide what you will pay and what you won’t according to 
federal and state laws and then put it in writing.

Salaried employees (referred to as “exempt employees”) are not entitled to overtime (pre-
sumably this is because they are generally paid more than hourly workers). The theory is that 
salaried employees do their job until they are done and you do not count hours. This is where 
you need to be very careful with any compensation for “extra” hours worked because any at-
tempt to compensate salaried employees for additional hours will put them into the nonexempt 
category. I do not recommend using “comp time” for employees who work more than expected 
as it could be construed as being owed to them as overtime or pay for this work. The CEO of 
a design firm I worked with got into serious trouble with the labor department by “requiring” a 
certain number of hours from her junior designers. Since the hours were counted, she had to go 
back for two years and pay overtime for all hours that were recorded in employee files on time 
sheets. A very costly mistake. These rules and others are defined by the Fair Labor Standards 
Act.

Fair Labor Standards Act (FLSA)
The FLSA sets minimum hourly wages, training wages, overtime hours and rates, and regu-

lates the employment of children under eighteen. If state and federal laws conflict, employers 
must follow the one most favorable to the employee.

Substance Abuse and Workplace Violence Policies
Although it seems like common sense that, due to potential risk, you don’t tolerate the 

abuse of any drugs, legal or illegal, at work, you do actually have to say it. You also need to iden-
tify your remedy for it (warnings, termination, counseling, outpatient treatment, etc.)

And of course you don’t tolerate violence, but it will come up so decide how you’ll deal 
with it now and put that in your employee handbook. I once had an employee come to work 
drunk after calling in sick and then promptly pick a fight with another employee. As far as I 
was concerned he’d hit the trifecta (abuse of sick leave, alcohol abuse at work, violence at work) 
and I fired him. But you might be surprised that his manager wanted to keep him on because 
he was “such a good worker.” Had the rules for all three of those offenses not been spelled out 
in our handbook, the manager would have tried to get me to relent and keep the employee on. 
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Remember, what you’re willing to tolerate is part of your culture, so be very careful when setting 
your policies.

Company Rules
Company rules are interesting because they are the list of things you absolutely will not 

tolerate. These are the things that are first offense causes for firing. I’ve also seen this called the 
company “code of conduct” or “rules of conduct.” Interestingly, being fired for breaking an ex-
pressed rule is the one circumstance in which our state Employment Security Department will 
deny unemployment benefits. You can let someone go for all sorts of good reasons but, unless 
they break a rule, they will most likely be eligible for unemployment or more.

Things you will likely include in your rules are:

•	 Theft or inappropriate removal or possession of property of the Company or others
•	 Falsification of timekeeping records
•	 Working under the influence of alcohol or illegal drugs
•	 Possession, distribution, sale, transfer, or use of alcohol or illegal drugs in the workplace
•	 Fighting or threatening violence in the workplace
•	 Boisterous or disruptive activity in the workplace
•	 Negligence or improper conduct leading to damage of Company-owned, customer-

owned, or coworker-owned property
•	 Insubordination or other disrespectful conduct
•	 Violation of safety or health rules
•	 Sexual or other unlawful or unwelcomed harassment
•	 Discrimination
•	 Excessive absenteeism or any absence without notice
•	 Excessive tardiness or leaving work without permission
•	 Unauthorized use of telephones, or other Company-owned equipment
•	 Using Company equipment for purposes other than business (i.e. playing games on 

computers or personal Internet usage)
•	 Unauthorized disclosure of business “secrets” or confidential information
•	 Violation of personnel policies
•	 Unsatisfactory performance or conduct

These are just a few sample rules. You can add as many as you like, but just make sure you 
are clear that violating any of the items on this list will lead to immediate termination. (The 
above rules are from a sample employee handbook courtesy of Stonetrust Commercial Insur-
ance Company.)

Disciplinary Process and Terminations
In this area of your handbook, you’ll address what remedy an employee has if they are un-

happy with their supervisor or manager. You’ll want to spell out the steps they should take to 
make the issue visible without fear of retribution.

This is also the place where you’ll lay out the way someone’s behavior will be addressed in 
the event that it is out of standard. Typically you’ll use a three-part process: verbal warning, 
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written warning, termination. This way the department of labor sees that you have made an 
effort to allow the employee to correct the behavior. This is one of those areas where you want 
to specifically avoid using the word “probation.” The reason for this is that you want to retain 
the ability to terminate that person at any time in the future for a similar infraction. If you use 
the word “probation” in your verbal or written disciplinary process, you are implying that, after 
they successfully complete whatever the “probationary” time period is without demonstrating 
the problem behavior, they are not subject to termination in the future for reoccurrence of the 
same behavior. In effect, the slate is erased after the probationary period of time.

Let’s examine the steps in a disciplinary process in more detail:
Step One: Verbal Warning
You’ll have a verbal conversation with the employee and ask for the behavior to be cor-
rected. Be sure to also keep a written record of this conversation including the date, time, 
and what was said.
Step Two: Written Warning
You’ll describe the behavior in writing, and also describe what needs to happen by when, 
and what will happen if it doesn’t. This is a good place to use the phrase: “Consequences for 
an additional infraction include further disciplinary action, up to and including termina-
tion.”
Step Three: Termination
When you have to terminate someone, please do so with the utmost respect for that indi-
vidual as a human being. So often we get wrapped up in our emotions and feel vindicated 
by a termination, only to have it haunt us with further threats of litigation or unemploy-
ment. Decide if you’re willing to give the employee a severance package. One week for every 
year employed is typical; one month for every year if it’s a higher-level executive. Of course, 
get a release of further action if you do give them a severance package.

Don’t worry too much about unemployment if you fire someone. As I said earlier, unless 
someone broke a stated company rule, that person is likely to get unemployment benefits. Yes, 
it will affect your rating, but in the long run, it’s cheaper than litigation.

Company Benefits
These are all the things you offer your employees besides salary. They can really make a dif-

ference when recruiting because they are often more important for employees than money. You 
don’t need to go overboard, but do determine what is standard for your industry, and then make 
yours just a little bit better. Most importantly, figure out what benefits reflect and reinforce your 
unique culture. Don’t be afraid to be creative!

For all benefits you’ll need to decide the following:

•	 When does it start accruing? 
•	 Do employees lose it if they don’t use it within a given 

period?
•	 Does it get paid out at the end of each year, upon termination, or on some other sched-

ule?
•	 When are employees eligible to participate?
•	 Under what circumstances do benefits change?
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The best gauge I know for what you’re willing to give is what I call the “resentment test.” 
What benefits are you willing to give and not be resentful about? When you hit the resentment 
threshold, you’ve got the right number or policy.

Vacation
What are you willing to offer for vacation? Two weeks per year to start is standard, and 

it can go up from there. You’ll also need to decide if executives have a different standard 
than other employees or if everyone’s vacation will be the same. Also think about what 
you can do to encourage employees to use vacation so that they come back refreshed and 
ready to work. And what can you do to make sure they don’t dread vacation because of the 
mountain of work that piles up while they’re gone? 

Sick Time
Sick benefits are tricky. One company I worked with had twelve annual sick days, but, if 

you used them, it was reflected in your year-end bonus. As a result people came to work sick 
and made the healthy employees sick. There were others who used up their sick time and 
everyone knew they weren’t sick, but the CEO wouldn’t change the policy because “that’s 
the way it was.” Consequently, this was always a contentious issue among employees and 
caused a lot of needless conversation and angry feelings. One remedy might be to declare 
that, after three days, people need a doctor’s note. On the other hand, just about anyone 
can get a doctor’s note to say they’re sick. And do you really want to be in the business of 
checking up on your employees?

Personal Time Off (PTO)
This is the solution I prefer to the sick leave conundrum. Personal Time Off or Paid 

Time Off is just that: time when the employee is not at work for whatever reason. Most 
large organizations have gone to this type of policy because it takes them out of the police 
business. Vacation and Sick time are combined into a single leave package for employees 
to use as they please. I’ve also seen holidays and other types of time off rolled into PTO as 
well. 

If you go this route, you’ll have to decide how many days and how you’ll pay it out if 
someone leaves your company. Sometimes, with PTO that includes sick pay, leave is not 
paid out in full when an employee departs, but that is a decision you’ll have to make in ac-
cordance with your company’s values.

Holidays
What holidays will you pay out? The typical holiday list includes six, but some organi-

zations (government and banks) include up to twelve, which can be attractive to employees. 
Standard holidays include:

•	 Christmas
•	 New Year’s Day
•	 Thanksgiving
•	 Labor Day
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•	 Memorial Day
•	 Fourth of July

Optional holidays include:

•	 Christmas Eve
•	 President’s Day
•	 Day after Thanksgiving
•	 MLK Day
•	 New Year’s Eve

Other Time Off
This includes such things as bereavement, jury duty, family leave, prolonged sickness, 

and sabbaticals. Again, be clear on your policy here or roll all of those into PTO. Doing 
this would let you avoid having to deal with the employee who wanted to use bereavement 
leave when his hamster died. However you decide to do this, make sure it is very clear from 
the start so you can avoid potential minefields (like a disagreement about what constitutes 
bereavement) where you are never going to be the nice guy.

Insurance
You should align yourself with a good broker or insurance company that can offer a 

competitive package to employees. Generally speaking, the larger your company, the more 
competitive you can be with this package, but again, make sure it’s in alignment with your 
values. If you’re a smaller company and can’t afford a rich benefits package, offer a flex plan 
or cafeteria plan that you put pretax money into for medical benefits. Even if you’re small, 
try to find some way to help employees out.

Auto
Make sure you have a clear auto policy if you have employees who use either their own 

cars or company vehicles for work. If employees use their own cars, they will need to carry 
their own insurance and you’ll need to see a copy of their policy, but you’ll also need to 
compensate them for the wear and tear on their car. The easiest way to calculate an auto al-
lowance is simply to give employees a flat rate. For example, you might allot $500 a month, 
or more or less depending on the amount of driving and the type of car. Or you can simply 
reimburse for mileage after the employee submits an expense report. I’ve seen several cases 
of “creative” expense reports when it comes to mileage, so, if you don’t want to get into the 
“spy” business, just go with an allowance. Check with your accountant to be sure you’re do-
ing this correctly and withholding tax if applicable.

Reimbursements
Decide how you’ll reimburse your employees for expenses. Make sure the system is easy 

to follow and put it in writing. That way, if an employee says his dog ate the receipts, you 
can simply point to the policy that says that, in order to be reimbursed, employees must 
submit receipts.
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401K/Retirement
Even if your business is too small to contribute to a 401K or pension plan of some sort, 

you can set one up so that your employees can contribute themselves. It’s a good idea to 
help employees with savings and this gives them an avenue to do so.

Employee Assistance Program
This is an outside service that can provide assistance to employees when they’re having 

personal problems at home or sometimes at work. You usually pay a fee per employee and 
then employees have a resource to go to when they’re in trouble. Employee assistance pro-
grams are usually confidential unless there’s a potential risk to the business. If the employee 
needs ongoing counseling, they’ll be referred to another provider, usually at the employee’s 
expense.

Company Property and Privacy Policies
These are all the policies that will protect you when employees use company equipment. 

Basically you want to define how employees are to use anything the company owns and 
what happens if the policy is violated. This is one part of the handbook you really want to 
make sure your employees understand. Have your employees acknowledge that they under-
stand this policy and also print it as a separate form that you post visibly in several places.

Internet
We’ve all heard stories or had experience with an employee who spends hours surfing 

the net instead of working. Today there are all sorts of very sophisticated software products 
available to companies who want either to prevent employees from using the Internet or to 
monitor how they use it. In most cases these are good for you because they protect you from 
liability in the event an employee does something wrong or illegal while using your equip-
ment. First, decide which employees need to use computers, and then decide which sort of 
software you need to install for prevention or monitoring. Make sure employees know you 
are monitoring their computer use and put the policy in writing. A local hospital installed 
prevention software on computers in the doctor’s lounge without notifying employees. Sev-
eral doctors then complained that something was wrong with the computers because sud-
denly they weren’t able to access all the sites they used to. As it turned out, those were the 
computers that some doctors were using to access adult content. Who knew.

Computers
Computers are the property of the company and therefore you are liable if they are used 

inappropriately. For this reason, I recommend that employees be aware that you can track 
and record anything they do on company computers and make sure they have no expecta-
tion of privacy. Some will say that, while they are on break or off hours, they should be able 
to do what they want but I disagree. You just don’t want to be responsible for non work-
related activity on your equipment period.

Voicemail
As with computers, there should be no expectation of privacy on company phones and 

voicemail.
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Email and Texting
This one gets everyone in trouble. Think about General Patraeus. The easiest way to 

deal with the cascade of private emails coming in to work is to state that work email ad-
dresses are not for personal use and will be monitored. This will encourage employees to 
use a personal address. But do remind employees that personal email addresses accessed on 
work computers can also be tracked so that is not private either.

You should also address whether or not you allow instant messaging or texting on work 
as well as personal devices. This can be very distracting during a workday and, in most cases, 
is not necessary.

Other Property
Define what is and isn’t work property. In most cases it’s everything at the place of 

business, but you’d be surprised what I’ve seen go home. I caught one employee putting an 
oversized monitor in his car. His reasoning? The employee that had previously used it was 
let go and he knew we weren’t replacing that person, so he thought the monitor was an 
extra. Yeah right.

Confidentiality
This is simply a statement that all work created at your place of business is the property 

of your business and that all trade secrets, ideas, patents, company secrets, or information 
is to be kept within the company, and you’ll take action if information ends up where it 
shouldn’t. In most cases, you want employees to sign these “nondisclosures” and “noncom-
petes” when they start with you. This is because most courts will disallow them if employees 
sign them after starting and are not given proper compensation. I worked with one CEO 
who decided that all employees should sign noncompetes two years into their employment 
with the company and threatened to fire them if they didn’t. Some employees quit, some 
signed, and some sued him for “unfair labor practice.” The CEO lost the litigation and the 
noncompetes he’d had signed were then null and void. As a result, he lost most of his good 
employees to his competitors. His action ended up causing what he was trying to avoid in 
the first place. Much of this could have been avoided had he simply had his employees sign 
when they started, or compensated them properly when they signed later. As I said at the 
beginning of this section, it simply doesn’t pay to be cheap with employees, or to skimp on 
getting good legal counsel.

Although this seems like a lot to think about, almost all of the employee handbook 
templates have sample language for the items I’ve covered. When using a template, do 
be sure to think about and cover any issues that might be unique to your business. Just be 
careful to have anything you “create” checked by your outside professionals for legality and 
enforceability.
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Additional Resources
Sample Harassment and Anti-Discrimination Statement

It is the policy of Company X to maintain a work environment free from all forms of harass-
ment and to insist that all employees be treated with dignity, respect, and courtesy.

1. Any actions, words, jokes, or comments based on an individual’s sex, race, ethnicity, age, 
religion, disability, or any other legally-protected characteristic is STRICTLY PROHIB-
ITED.

2. Any behavior toward an employee by a manager, supervisor, or co-employee which consti-
tutes an unwelcome sexual advance or request for sexual favors—including the display of 
derogatory posters, cartoons, or drawings, and other verbal or physical conduct of a sexual 
nature—will be considered sexual harassment under this policy when:
•	 Submission to such conduct is made a condition of an individual’s employment.
•	 Submission to or rejection of such conduct by an individual is used as the basis for 

employment decisions affecting such individual.
•	 Such conduct has the purpose or effect of interfering with an individual’s work perfor-

mance or creating an offensive or intolerable work environment.
3. Any employee believing that he or she has been subjected to harassment is responsible to 

immediately report any such incident to his or her supervisor. If the supervisor is the cause 
of the problem, or if he or she seems unwilling to resolve the issue, the employee should 
contact the next level of management.

Every reported incident of employee harassment will be thoroughly and promptly investigated 
by management with the cooperation of the employee. Management shall respect the confidences 
and sensitivities of all personnel involved in the incident. Employees involved will be afforded 
protection from retaliation, and the results of any investigation of alleged harassment shall be com-
municated to the employee. Where charges of employee harassment are substantiated, appropriate 
corrective action will be taken. Appropriate action might range from counseling to termination.
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HR Checklist
 r Decide whether you need an HR head or an HR team?

 r If you need an HR head, decide who that will be.

 r List the specific skills and experience this person brings to the position.

 r List the duties your HR head will handle.

 r If you need a team, list the members and what each will handle (be sure to match skills 
with duties).

 r List the outside resources are you already using.

 r List any additional outside resources you need to add.

Fostering Collaboration Checklist
 r Identify the departments of your company that need to be able to work together.
 r Put a star next to any that are currently having trouble collaborating.
 r Identify what is preventing collaboration.
 r List their mutual goals.
 r Decide how will you reward collaboration and achievement of goals.
 r Make a plan for what you will do when collaboration gets off track.

Celebrating Wins Checklist

 r List the behaviors you want to reward or recognize.

 r List the individual accomplishments you want to recognize.

 r List the team accomplishments you want to recognize.

 r Describe what kinds of rewards and incentives will be valuable to your employees.

 r Decide how you will you include families and significant others.

Company Handbook Checklist
1. Decide which resources you will use to create your employee 

handbook.
2. Decide who will review your handbook after it is written (be sure to choose someone who is 

qualified to assess it for adherence to current law, enforceability, as well as common sense).
3. Included Items Checklist:

A. Employment Practices

 r EEOC Statement

 r Harassment and Anti-Discrimination Statements
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 r Statement of At Will status

 r Attendance and Tardiness Policies

 r Overtime and Work Schedule Policies

 r Substance Abuse and Workplace Violence Policies

 r Company Rules

 r Disciplinary Process and Terminations
B. Company Benefits

Holidays

 r Thanksgiving

 r Day after Thanksgiving

 r Christmas Eve

 r Christmas

 r New Year’s Eve

 r New Year’s Day

 r President’s Day

 r MLK Day

 r Memorial Day

 r Fourth of July

 r Labor Day
Other benefits:

 r Vacation

 r Sick Time

 r PTO

 r Insurance

 r Auto

 r Reimbursements

 r 401K/Retirement

 r EAP
C. Company Property and Privacy Policies

 r Internet

 r Computers

 r Voicemail
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 r Email

 r Texting

 r Property

 r Confidentiality Statement
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The US has a long history of independent thinking, innovation, and creativity—a culture that 
is evident in an economy largely driven by small businesses and entrepreneurs. Yet, only about half 
of new businesses survive five years. Lack of practical knowledge about the basics of running a 
successful business is key. While entrepreneurs often have a dream for a service or product, many 
lack a comprehensive picture of what it takes to run a business. Given the precarious state of the 
economy and the significance of small business success, it’s as important as it’s ever been to sup-
port entrepreneurs in developing their practical business knowledge.

Over the course of a career working and consulting with entrepreneurs, Ms. Marshall has 
compiled a list of the ten most common problems that hamper small business success. Putting 
Together the Entrepreneurial Puzzle is comprised of ten interconnected but freestanding chapters 
addressing the fundamental areas of business every successful entrepreneur must be prepared to 
develop and manage. Each chapter takes a nuts-and-bolts approach and includes practical tools 
for building a successful business or correcting a struggling one:

•	 Real-life examples from Ms. Marshall’s many years working with real entrepreneurs.
•	 Additional reading resources to increase breadth and depth of knowledge in specific areas.
•	 Sample worksheets, scripts, interview questions, etc.
•	 Checklists to help busy CEOs keep track of and accomplish tasks set out in each chapter.

Whether as a gift or a course text, Putting Together the Entrepreneurial Puzzle is a must-have 
reference for entrepreneurs at all stages of growing their businesses.

Available now from Amazon.com in print and Kindle formats.
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