
 

 
 

 

Farming: Social 
Security Issues 

Social security is a unique system 
primarily for the purpose of 
providing supplemental income 
for individuals in retirement 
years. Workers and self-employed 
individuals pay a social security 
tax throughout their productive 
years, then draw a monthly pay-
ment after retirement until death. 
Retirement benefits are indexed to 
the Consumer Price Index: a rise 
in the CPI during a given period 
of time may trigger a rise in 
benefits. In addition to retirement 
benefits for workers, social secu-
rity provides five other kinds of 
benefits: (1) benefits to depen-
dents when the retired worker is 
receiving benefits; (2) disability 
benefits to disabled workers and 
their dependents, regardless of the 
age of the disabled individual; (3) 
survivor benefits to the surviving 
dependents of a deceased worker; 
(4) lump sum death benefits to a 
surviving spouse; and (5) Medi-
care insurance. Of primary inter-
est in retirement planning are the 
conditions under which contribu-
tions are made before retirement, 
and conditions under which social 
security payments may be drawn 
in retirement. 

Issues Prior to 
Retirement 
As a self-employed individual, a 
farm operator is covered by social 
security. A farm operator is de-
fined by the Social Security Ad-
ministration as a person who 
farms for profit. The individual 
may be an owner/operator, part-
ner, renter, or share farmer. Most 
often when a couple operates the 
farm together, the husband is 
considered to be self-employed 
and the income from the farm is 
credited to him. 

An exception to this rule occurs 
when there is a family partnership 
between husband and wife. The 
partnership agreement is usually 
written, but it can be oral. Signs 
that a partnership exists include: 

• The intent of the parties to 
form a partnership; 

• The contribution by all parties 
of land, money, or services; 

• Participation in management by 
all parties; 

• The sharing of profits and 
losses; 

• Mutual agency, in which each 
partner can act for the other; and 

• Joint liability. 

For social security purposes, each 
partner reports his or her share of 
the profits on separate schedules. 
This procedure holds even if the 
partners are husband and wife and 
they file their income tax returns 
jointly. 

Many farm families now have off-
farm income, generally in the form 
of wages or salaries. Social secu-
rity taxes must be paid on a set 
amount of an individual’s earn-
ings. If the individual has wages as 
well as self-employment warnings, 
the wages count first for social 
security. If wages are less than the 
social security maximum, the self-
employment tax is paid only on 
the difference between the wages 
and the maximum, or on net 
earnings, if the net earnings are 
less than the difference. The 
amount of social security tax paid 
by a self-employed individual is 
twice that of the tax paid by a 
wage or salary earner, whose own 
contribution is—by law— 
matched by his or her employer. 
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However, an amount equal to one-
half of the self-employment tax 
may be deducted from a self-
employed individual’s income 
when calculating federal income 
taxes. This results in a social 
security tax that is effectively one 
or two percentage points less. 

If the farm business has been 
incorporated and the former 
operator became an employee of 
the corporation, social security 
taxes are paid at the rate estab-
lished for employees and employ-
ers. The employees’ contributions 
must be matched by the em-
ployer—in this case, the farm 
corporation. 

In general, the self-employed 
social security tax, paid at the 
same time as federal income taxes 
are paid, is figured on 92.35 
percent net farm earnings. Net 
farm earnings are figured by 
subtracting allowable farm busi-
ness expenses, including deprecia-
tion, from gross farm income. 
Federal agricultural program 
payments must be included in 
gross income for social security 
purposes. Capital gains income 
from the sale of raised breeding 
livestock or other capital assets, 
however, is not included in gross 
income. If you meet certain 
income tests, income can be 
reported under an optional method 
that permits a social security 
earnings credit for that year. 

The rental of farm land, either for 
cash or under a crop sharing plan, 
can be counted as income for 
social security purposes if the 
land owner has an active role in 
the production or management of 
the crop or livestock. Such activi-
ties are termed “material partici-
pation.” There are four tests for 
material participation. Meeting 
any one of the four tests qualifies 
as material participation. The four 
tests follow. 

1. Performing any three of these 
four activities—inspecting pro-
duction activities; consulting with 
the tenant; furnishing at least half 
the tools, equipment, and livestock; 
or sharing production expenses. 

2. Making decisions on a regular 
basis about the farm operation. 

3. Performing physical work in 
the production or management of 
the crops raised amounting to 100 
hours or more spread over at least 
5 weeks. 

4. Some combination of tests 1, 2, 
and 3. 

In order to qualify for social 
security benefits at retirement, the 
retired person who was born after 
1930 must have at least 40 quar-
ters of coverage in farming or 
other jobs before retirement. 
Being able to count income from 
the rental of farm land may be 

advantageous to ensure enough 
quarters of coverage. 

Another preretirement social 
security issue involves the com-
mon situation of a husband who 
is a self-employed farmer paying 
his wife a salary for her work in 
the farm business. Her social 
security tax as an employee will be 
deducted from her paycheck, and 
her husband, as her employer, will 
be required to match her contri-
bution. Although this arrange-
ment decreases the income avail-
able for current consumption, it 
may be advantageous in the long 
run. The wife may be eligible for 
retirement benefits on her own 
record, for survivor benefits for 
her young children if she should 
die, and for disability benefits if 
her disability occurs while or 
shortly after she is employed. A 
minimum number of credits are 
needed for disability coverage as 
well as for retirement eligibility. A 
woman who has not earned social 
security credits for her own work 
is eligible for social security 
retirement benefits based on her 
husband’s contribution. When she 
begins to draw social security, her 
benefits will be tied to her 
husband’s benefits, and will be 
equal to approximately half of his 
benefits. This benefit is reduced if 
drawn prior to age 65. At his 
death, she will be eligible to draw 
a full benefit for the remainder of 
her life. 



 

 
  

 

 

Wages paid “in kind” for agricul-
tural labor—for example, in the 
form of grain—are not subject to 
social security tax. 

Typically, benefits to a non-contrib-
uting spouse are lower than benefits 
that would be received by an 
individual whose benefits are based 
on his or her own contributions 
rather than on the contributions 
of a spouse. Therefore, paying the 
spouse a salary, and paying both 
the employee’s and the employer’s 
contributions may result in higher 
retirement benefits for the couple 
than if the retirement benefits are 
based solely on earnings of the 
self-employed farmer. 

A final point to consider before 
retirement is that people who 
delay retirement past the age of 65 
will receive delayed retirement 
credits for each month that they 
continue working. Workers who 
reached age 62 in 1989 or 1990 
will receive credits that will 
increase the amount of the social 
security benefits, when they are 
finally received, by 4 percent per 
year until the worker reaches age 
70. The percentage credited will 
gradually increase in subsequent 
years until it reaches 8 percent 
annually for those reaching age 62 
in 2005 or later. 

Issues After Retirement 
The amount of monthly benefits 
that will be received after retire-
ment is based on the earnings of 

the individual prior to retirement. 
The amount credited as well as 
projected benefits can be checked 
at any time by filling out form SA-
7004. The form may be obtained 
by calling 1-800-234-5772. This 
nationwide toll-free number is 
answered 24 hours per day. When 
planning for retirement, it is a 
good idea to submit this form well 
ahead of time to make sure that 
everything is in order—the quar-
ters of credit as well as the income 
reported. 

Retirement benefits can start as 
early as age 62. Benefits taken 
before the age at which full ben-
efits can be received will be paid 
at a reduced amount. The age at 
which full benefits can be received 
is being increased gradually from 
the current age of 65 to age 67 by 
2003. Payments as early as age 62 
will still be possible, but the 
reduction will be greater than it is 
now. 

The retiree will receive full ben-
efits each month until death 
unless the individual receives 
more earned income than is per-
mitted by the social security “re-
tirement test.”  For individuals 
under age 65, earnings of more 
than the permitted amount 
($11,280 in 2002) will result in a 
reduction of $1 in social security 
benefits for every $2 over the 
limit. After age 65, there is no 
restriction on the amount of income 
one can earn. 

The retiree’s goal, then, is to limit 
one’s earned income before age 
65. Income from a regular part-
nership counts as earned income; 
income from a limited partnership 
(in which an operating heir is the 
general partner and the retiree is 
the limited partner) will not count 
as earned income. Income in the 
form of a salary from a farm 
corporation will count as earned 
income; income from corporation 
dividends will not count as earned 
income. Income from cash or 
share rental of farm land will count 
as earned income if the land 
owner “maternally participates,” as 
defined in the previous section; that 
income will not count if the land 
owner does not materially partici-
pate in the farm operation. 

Before retirement, the goal for some 
farmers is to receive the maximum 
amount of credit possible, since 
social security benefits are based 
on preretirement income levels. 
Other farmers try to minimize 
social security taxes paid prior to 
retirement so that there is more 
after-tax income left to be invested 
in a private retirement plan. 

Prepared by Mary Winter, professor, 
Department of Human Development and 
Family Studies; and Carol B. Volker, 
former extension family resource 
management specialist. Revised by 
William Edwards, extension agricultural 
economics specialist. 
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 . . . and justice for all 
The U.S. Department of Agriculture (USDA) 
prohibits discrimination 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 available 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 Agriculture. Stanley R. 
Johnson, director, Cooperative Extension 
Service, Iowa State University of Science and 
Technology, Ames, Iowa. 
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