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Improving Employee Performance 
with the Right Incentives

 etaining key employees is central to the success of any business. Keeping 
 qualified and hard-working staff onboard can result in greater customer 
satisfaction, more efficient administration, and improved profitability. Offering 
incentives above and beyond basic compensation is one of the most effective 
strategies for building employee loyalty and motivating employees to consis-
tently perform well. 

For any organization, high rates of turnover can be costly and disruptive.  
A steady stream of exiting employees can take its toll on morale, as well as on 
the bottom line. When an employee leaves, knowledge and experience walk 
out the door. Resignation and apathy may set in as staff members see their 
friends and colleagues leave for greener pastures, and those remaining face 
greater job responsibility and the need to train yet another new hire. 

Paying market-rate salaries is, of course, essential to recruiting and retain-
ing staff, as is providing employees with a basic benefits package. But offering 
top-of-the-line wages and robust benefit packages to employees is not always 
possible for smaller businesses. Lacking the economies of scale that allow larger 
organizations to offer a wide range of benefits and other perks, such as subsi-
dized cafeterias or onsite fitness centers, you may be concerned that your  
company will be unable to compete for top talent.

Bigger Isn’t Always Better

Instead of thinking about the incentives you cannot afford to provide, 
consider how your business can leverage its strengths. Compared with larger 
organizations, smaller employers can offer staff a more intimate atmosphere, 
in which all employees have direct contact with owners. This shorter chain of 
command between employer and staff can foster greater loyalty and a stronger 
sense of mission. It is easier for employees to appreciate the impact of their 
contributions when they are felt immediately throughout the organization.

A shorter chain of command alone does not, however, automatically create 
employee loyalty. It is important for business owners and managers to com-
municate regularly with staff about financial and management issues. If your 
company does not have a formal system for sharing information with all staff 
members, such as regular emails, in-house newsletters, or staff meetings, some 
employees may fall out of the loop and become disconnected. Employees who 
understand the company’s short- and long-term goals and challenges tend to  
be more engaged. continued on page two
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Get SMART: Tips for Effective Goal Setting

 egardless of which phase of the 
 business life-cycle you’re in, you 
can get SMART about setting goals 
to motivate yourself, move forward to 
grow your business, and track your 
success.

SMART goal setting for small busi-
ness owners consists of steps defined 
by the following five acronyms:

Specific—Having a clear definition 
of what you want to achieve.

Measurable—Establishing targets 
you want to reach to evaluate your 
success.

Attainable—Being realistic about 
what you want to achieve in a par-
ticular time frame.

Relevant—Choosing a goal that is 
appropriate for your business.

Time-Based—Setting a definite 
timeline for achieving your goal. 

Easy Does It

Using this simple method for  
setting goals breaks the process down 
into steps: First, you need to clarify 

r what your goal is in order to fulfill 
your vision. It’s best to tackle one goal 
at a time rather than juggle multiple 
goals and risk getting sidetracked along 
the way; Second, set targets to reli-
ably track your progress at different 
stages in meeting your goals; Third, be 
honest with yourself when assessing 
whether or not your goal can be at-
tained. Consult with trusted associates 
and key employees for their opinions. 
It’s re-energizing to dream of expand-
ing your business to generate more 
revenue; however, it’s equally impor-
tant to be realistic about what may be 
accomplished with the resources you 
have; Fourth, stay within your business 
model to help steer you in the right di-
rection for your goal setting; and fifth, 
take into consideration the scope of 
the project at hand, and give yourself a 
reasonable but definite amount of time 
in which to accomplish it.

SMART Goals  
vs. Vague Goals

To help ensure success in business 
planning and reaching your overall 

goal, the goal setting process gener-
ally requires identifying the main 
objective and then breaking it down 
into a subset of smaller actionable 
steps. These smaller actions take you 
from one stage of the objective to an-
other, until you reach your final goal. 

To avoid vagueness where your 
goals are concerned, which could 
lead to procrastination, loss of mo-
mentum, and eventual abandonment 
in mid-stream, be sure to write ev-
erything down. If your goal remains 
just as an idea in your mind without 
a tangible form of reference, it may 
never be reached. On the other hand, 
writing down what you want to 
achieve, and seeing the goal broken 
down into action steps can help to 
visibly keep you on track. 

While contemplating your busi-
ness plan and defining what exactly 
you want and how to get there may 
seem a bit daunting at first, small 
business owners can reap the  
benefits from working to achieve 
SMART goals. 

continued on page three

Performance Incentives 
and Flexibility

Performance-related bonuses, even 
if they are not large, can go far in 
motivating employees. These may be 
offered individually, by department, 
or across the organization. Bonuses 
may be tied to specific targets or to 
overall profitability. Be sure to always 
set targets at attainable levels, or they 
may serve to discourage, rather than to 
motivate, employees. The knowledge 
that better organizational performance 

can result in concrete financial re-
wards provides a substantial incentive 
to work harder and more efficiently.

Your business can also compete 
in the labor marketplace by helping 
employees manage their responsibili-
ties at work and at home. For many 
employees, especially those caring for 
children or other family members, the 
opportunity to work flexible hours or 
telecommute can be a deciding factor 
in their choice of employers.   

Because opportunities for career 
advancement are usually more lim-
ited in smaller businesses, ambitious 
employees may choose to leave rather 
than remain stuck at the same level. 
Companies can tackle this problem  
by providing staff members with train-
ing opportunities and progressively 
greater job responsibilities. Your  
business may, for example, offer an 
administrator additional compensation 
for acquiring new skills that can be  
applied on the job.

improving employee performance with the right incentives
continued from page one
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Tips for Getting Paid Promptly

c ustomers who do not pay their 
 bills on time are a problem for 
most businesses. But, there are steps 
you can take to improve your chances 
of receiving payments on schedule, 
while still meeting the needs of your 
clients. Here are some tips for facili-
tating timely payment:

Establish a payment schedule. 
Establishing a payment schedule 
can help to eliminate uncertainty for 
both the business and the customer. 
Requesting smaller payments, rather 
than a single large check, may be 
more manageable for the customer, 
while providing a steady income to 
the company. The payment schedule 
can be arranged according to certain 
dates or specified milestones in the 
delivery of services.

Draft solid contracts. Regardless 
of what type of payment schedule 
you agree upon with the client, make 
sure the terms of the arrangement are 
clearly specified in a written contract 
that has been signed by both parties. 

Also include details about the work 
you have agreed to perform, as well 
as the terms of payment, including 
billing procedures and penalties in-
curred for failure to pay on time, such 
as late fees. 

Implement invoicing processes. 
To simplify the invoicing process, 
consider using a software program 
that automatically drafts and deliv-
ers invoices and reminders. When-
ever possible, mail invoices well in 
advance of the payment due date. 
For longer-term projects, send out 
monthly statements summarizing the 
invoices paid to date and the pay-
ments outstanding.  

Expand the types of payment you 
accept. Increasingly, Americans are 
paying their bills with plastic, rather 
than cash or check. While there are 
some costs associated with accepting 
payment by debit and credit cards, tak-
ing payment in these forms improves 
the chances of timely payment and 
may attract a wider range of customers. 

Keep the customer satisfied. 
A customer who sees that you 
are making concerted efforts to 
satisfy their needs may be more 
willing to pay for the work. Take 
the time to discuss options with 
your customers, and give them a 
chance to express any issues they 
may wish to see resolved. If you 
are encountering problems that 
may interfere with customer  
satisfaction, clear and honest 
communication are essential.

Remain flexible. While it is 
useful to have certain billing poli-
cies in place, customer payment 
preferences may vary. Be open 
to customers who suggest alter-
native arrangements, provided 
they are reasonable and meet 
your needs. Consider offering a 
number of payment plan options, 
thereby offering customers choice 
and flexibility. 

Issue friendly reminders. If 
a client fails to pay on time, try 
to give the benefit of the doubt. 
To avoid conflict, remind the 
client in a professional manner 
that payment is due, and that 
payment is needed to meet your 
own commitments and operate 
your business. Asking for the 
customer’s cooperation—rather 
than threatening to take him or 
her to court—may produce better 
results and could help you retain 
a valuable client. 

Every business must contend 
with the ways in which payment 
is received for goods provided  
or services rendered. Establish 
clear and flexible payment poli-
cies, with the needs of your cli-
entele in mind, to improve your 
chances of receiving payments  
on schedule. 

Relatively inexpensive morale 
boosters can make a big difference in 
how an employee feels about his or her 
employer. Staff outings, office parties, 
free coffee and snacks, or occasional 
unscheduled breaks in the day can 
break up the monotony of the work-
place routine. Wellness initiatives can 
also be highly motivating, yet relatively 
inexpensive. 

Offering employees incentives is 
important, but so is avoiding disincen-
tives. While guidelines and structure 
are necessary in any organization, 

too many petty rules and penalties 
for minor infractions may frustrate 
employees and cause them to resent 
management. Praising good perfor-
mance is often more effective than 
policing staff. 

Each employee is likely to be 
motivated differently, so it is impor-
tant to consider the individual when 
developing an incentive program for 
your employees. Retention, produc-
tivity, and profitability may be im-
proved as a result. 

improving employee performance with the right incentives
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A SEP May Be the Ideal Choice

i n today’s tight job market,  
 employers large and small are 
in competition to attract and retain 
top employees with robust employee 
benefit packages. Many larger busi-
nesses find the best approach to 
meeting their employees’ retirement 
saving needs is a “qualified” pen-
sion or profit-sharing plan. Qualified 
plans provide an array of features that 
help employers achieve a range of 
objectives. However, these plans also 
involve reporting and recordkeeping 
requirements, along with administra-
tive expense.

On the other hand, many smaller 
businesses don’t need every feature 
offered by a qualified plan. The most 
appropriate plan for these employers 
may be one that delivers an attractive 
benefit with minimal administration 
and expense. In addition, if employ-
ees would like to defer income, the 
SIMPLE Individual Retirement Ac-
count (IRA) may be a cost-effective 
solution. However, other smaller 
companies may want to consider the 
Simplified Employee Pension (SEP), 
an equally effective option. 

Is a SEP Right for You?

In 1978, Congress created SEPs  
as an alternative to traditional retire-
ment plans. Rather than setting up 
a profit-sharing or money purchase 
plan with a trust, employers can es-
tablish a SEP and make contributions 
directly to a traditional IRA set up for 
each eligible employee. SEPs provide 

similar advantages to profit-sharing 
plans, but since the employee con-
trols the IRA, the employer is not 
responsible for detailed recordkeep-
ing and reporting. 

While SEPs are usually most ap-
propriate for smaller employers, any 
business (including C corporations, 
S corporations, partnerships, and 
sole proprietorships) can establish 
a SEP. Unlike a qualified pension or 
profit-sharing plan, which must be 
established no later than the last day 
of the plan year, an employer can 
establish a SEP plan up until their 
tax filing deadline, including exten-
sions.

Establishing a SEP is relatively 
straightforward. In most cases, the 
employer completes an IRS Form 
5305-SEP, which is used to set the 
age and service requirements for 
plan participation, along with the 
formula for allocating contributions. 
Once completed, a copy of this 
document, in addition to other SEP 
information, is given to each eligible 
employee to satisfy legal disclosure 
requirements.

Participation 
Requirements

Businesses may establish age or 
service eligibility requirements for 
their plans; however, these eligibility 
requirements may not be more re-
strictive than those set forth within 
IRS form 5305-SEP. The employer 

may exclude all employees covered 
by a collective bargaining agreement 
(if retirement benefits were the sub-
ject of good faith bargaining), those 
under age 21, any employees who 
have not performed services for the 
employer in at least three of the pre-
vious five years, and employees who 
have received less than $550 in com-
pensation for the current year.

Contributions to a SEP are al-
located to eligible employees in pro-
portion to compensation, with each 
receiving the same percentage of pay. 
Employer contributions are always 
100% vested. These contributions 
can be substantial, up to the lesser 
of 25% of an employee’s compensa-
tion (limited to $280,000 or $56,000 
in 2019). Because contributions are 
discretionary, employers can vary the 
amount from year to year, or skip 
the contribution entirely; however, 
if a contribution is made by the 
employer in a given year, it must be 
made for all eligible employees who 
performed services during the year 
of the contribution. It is important 
to note that contributions for self-
employed individuals are subject to 
additional limitations. 

If you are a business owner who 
values simplicity, yet desires a com-
petitive employee benefits package, 
a SEP may be an appropriate choice. 
For more information, be sure to con-
tact your tax and legal professionals 
about your unique circumstances. 


