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Bonus Plans for Farm Employees

otivating and rewarding employees is one
M of the most frequent concerns voiced by
farmers who hire full-time labor. Besides
a basic wage or salary, many employers offer an

added bonus or incentive to encourage good job
performance.

There are almost as many types of bonuses as there
are employers. In a recent survey by lowa State
University, farmers with full-time employees were
asked to describe bonus plans that they used. Fifty-
five percent of the employees were paid some type
of bonus. The value of the bonus payment ranged
from $50 to $9,000, with the average value being
$1,009. Most of the plans were based on one of four
factors: volume, performance, longevity, or profit-
ability.

Volume

The most common bonus mentioned was a fixed
payment per unit of output from the farm. Hog
farms commonly paid from 50 cents to $2 per pig
weaned or sold. This guarantees that the employee’s
wages increase when the volume of production and
the work load increase. Improved efficiency, such
as more pigs weaned per litter, is also rewarded,
although at a modest rate.

Other bonuses based on volume included a fixed
payment of $1 to $2 per acre for crop farms, $5 per
calf sold, or a bonus for each cow milked in a dairy
herd. Typically these bonus plans amounted to $500
to $2,000 annually per employee. Some examples
are:

 $3.50 per pig sold (total wage)

« $1 per pig sold ($12,000)

* Pay 50 cents per acre worked ($1,200)

» Two percent of calf sales

Performance
Some hog operations put more emphasis on perfor-
mance by paying employees a bonus of $1 to $2 per

head for each pig weaned over a specified average

per litter, or per sow per year. This provides a much

stronger incentive for carrying out the extra duties or

late hours necessary to save more pigs. This type of

bonus is effective only when the employee has direct

responsibility over the factors on which the bonus is

based, however. For grain farms, for example, bo-

nuses based on crop yields are difficult to implement

fairly because yields depend on many factors beyond

the employee’s control. Some examples are:

* Pay $5 per pig sold over established base

* Pay $2 per pig weaned over 8.0 per litter average
($500)

» Bonus paid if death loss is less than 2 percent
($2,000)

 Pay 10 cents per bushel for bean yields over 30 bu/
acre, 5 cents for corn yields over 100 bu/acre

* Pay 25 percent of quality payment from milk
check

Another type of performance bonus is a lump sum
paid at the end of the year based on the employer’s
overall assessment of the employee’s work. Al-
though this involves less record keeping, the amount
paid becomes very subjective. If the bonus is less
than was paid the previous year it may actually
become a disincentive to the worker. Performance
bonuses should be paid soon after the work is per-
formed to have the greatest positive effect. Most
cash bonuses amounted to 5 to 10 percent of the
employee's total salary.

Longevity

Some employers pay a bonus for each year the
employee has worked on the farm, such as $200, or
1 percent of the normal wage. This recognizes the
value of experience and continuity to the farm.

For newer employees, paying a bonus simply for
completing the year or staying through harvest
avoids the problem of frequent turnover or being
shorthanded at critical times. Bonuses of $200
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to $2,000 at the end of the year were commonly

reported. Some employers simply pay an extra

month’s salary as a holiday bonus. Some examples

are:

» Bonus equal to 0.5 percent of pay for each year
employed, minimum of 6 %, maximum of 12 %

» Bonus of one month’s salary for staying the full
year ($1,250)

» Bonus equal to 10 to 20 percent of gross wages
for completing the harvest season ($300-400)

Profitability

Bonuses based on the profitability of the farm or a
particular enterprise allow the employee to share

in some of the financial risks and rewards of the
business. Control of key expense areas such as
machinery repairs also can be the basis for a bonus.
Long-time employees may be more willing and able
to be paid on this basis than new employees.

If the bonus is calculated as a percent of net income

or profits then the employer must be willing to

share this information with the employee. In many

cases, the bonus is simply a lump sum based on the

employer’s discretion, for example, if the farm has

a “decent year.” Some examples are:

 Quarterly bonus if profit goals met ($1,250 each
time)

» Bonus equal to 10 percent of management return
($6,000)

» Bonus equal to 5 percent of IRS schedule F net
farm profit ($1,500)

In-kind Payments

Employee bonuses do not always have to be paid

in cash. A new appliance, a gift certificate, or a

paid holiday at a resort may be highly appreciated,
especially by the employee’s family. Some employ-
ers allow workers to use tools, shop space, vehicles,
livestock buildings, and even crop machinery for
personal enterprises. This benefit involves little or
no extra cost to the employer. Some bonuses are
paid in the form of commodities. Current tax laws
do not subject payments to employees in the form of
commodities to Social Security tax. Some examples
are:

¢ 1,500 bushels of corn
» Employee receives 2 acres of crops to sell ($600)
 Ten calves and 150 bushels of soybeans

A good bonus plan needs to be discussed in ad-
vance. If performance or profitability determines the
amount that is paid, an example should be worked
out so that both parties understand the procedure to
follow. However the incentive plan is structured, the
expectations and conditions need to made clear to
the employee, and strictly followed by the employer.

... and justice for all

The U.S. Department of Agriculture (USDA) prohibits discrimina-
tion in all its programs and activities on the basis of race, color,
national origin, gender, religion, age, disability, political beliefs,
sexual orientation, and marital or family status. (Not all prohibited
bases apply to all programs.) Many materials can be made avail-
able in alternative formats for ADA clients. To file a complaint of
discrimination, write USDA, Office of Civil Rights, Room 326-W,

Whitten Building, 14th and Independence Avenue, SW, Washington,

DC 20250-9410 or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of May 8
and June 30, 1914, in cooperation with the U.S. Department of Ag-
riculture. Jack M. Payne, director, Cooperative Extension Service,
lowa State University of Science and Technology, Ames, lowa.




