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Wage and Incentive Agreement

A

Wage and Incentive Agreement is one of
your farm business choices. It can be used
during the testing stage when the younger
party first comes into the business. The testing
stage is part of the farm business transfer process
that is used to determine if the younger party really
wants to farm and if all parties can get along.
In a Wage and Incentive Agreement the younger
party usually has no money invested in the
business. He/she receives a wage plus (possibly)
housing or other fringe benefits. In addition to
the wage, he/she receives compensation through
an incentive plan if the business does well. Check
requirements for Social Security tax and income
tax withholding to see how such income is treated
for tax purposes.

Key Considerations
Keep the following points in mind in developing
an incentive program.
• The incentive is not a substitute for wages but
an addition to a fair and equitable wage.
• It should be large enough to provide a proper
incentive. As a rule, it should average 15 to 20
percent of the base wage.
• The incentive should be based on performance
levels that are observable, measurable, and
controllable by the employee.
• The objective of the incentive is to motivate
employees to improve their performance
level. The incentive payment should be paid
promptly and regularly.
• The incentive plan should be reviewed regularly
and modified as the employee gains skills or is
assigned new duties and responsibilities.

Types of Incentives
Labor vs. Management
Incentives may differ depending on whether
the employee provides only labor or labor plus

management to the operation. With a managerial
incentive, the employee has control over much of
the day-to-day decisions. Labor incentives can be
divided further into skilled or semi-skilled labor.

Physical vs. Economic
Incentives can be based on physical production
(bushels of corn or number of pigs), or a share of
the income.

Gross vs. Net
Income incentives can be further divided into
incentives that are based on gross income or net
income. Gross income incentives are usually
easier to figure, but net income incentives tie the
incentive to profits.

Farm vs. Enterprise
Incentives can be based on the entire farm business
or an individual enterprise such as hogs or dairy.
Whether an incentive is based on the performance
of the whole farm or just one enterprise depends
on the employee’s responsibilities.
Example
Wages
Fringe benefits
housing
other
Total
Incentives
whole farm
livestock
Grand total

$20,000
2,000
1,000
$23,000
$3,000
1,500
$4,500
$27,500

In this example, the employee receives $20,000
in wages plus $3,000 in fringe benefits for a total
of $23,000. The employee receives an additional
$3,000 whole farm incentive and a $1,500 livestock
incentive for a total of $4,500 in incentives. Total
compensation is $27,500.

Don Hofstrand
retired extension specialist
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Examples of Incentive/Bonus Arrangements

Use the following examples of incentive programs only as guides. Adapt them to your situation. Tie
them to work responsibilities carried out by the employee over which he/she has some control.
Suggested
incentives
Normal
incentive
should be
equal to:

Whole farm
(adjust for
size and type
of farm)

Crop farm

TYPE OF EMPLOYEE STATUS
Semi-Skilled

Skilled

Supervisory/Management

5-10 percent of
cash wages

10-15 percent
of cash wages

15-25 percent of cash wages

1/2-1 percent of Gross Farm Receipts
End of year bonus =
$400-$800 per year
plus $100 for each year
of service

End of year bonus =
$600-$1200 per year
plus $150 for each year
of service

End of year bonus =
$1,000-$2,000 per year
plus $200 for each year
of service

$4-$6/hour tractor
driven after 7 p.m.
(paid weekly)

$4-$8/hour tractor or
combine driven after
7 p.m. (paid weekly)

15-20¢/bu. of corn produced
over county average or
long-term farm average

$6-$8/hour tractor
driven after 11 p.m.
(paid weekly)

$8-$10/hour tractor or
combine driven after
11 p.m. (paid weekly)

30-40¢/bu. of soybeans
produced over county
average or long-term farm
average

1/4 -1 percent of gross crop sales
Dairy

FarrowtoFinish

$5-$8 for each cow
detected in heat

Calving interval
$275 = 13.5 months
$450 = 13 months
$750 = 12.5 months

Herd milk production avg.
14,000# = $750/year
16,000# = $1,500/year
18,000# = $3,000/year

$2.00-$3.00 for each
sow detected in heat

Pigs saved per litter/50 sows
7.5 = $300
8.0 = $600
8.5 = $1,000
9.0 = $1,500
9.5 = $2,000

Feed conversion
farrow-to-finish/50 sows
425# = $250/year
400# = $450/year
375# = $750/year
350# = $1,000/year
325# = $1,500/year
300# = $2,000/year

Hogs
Finishing

Beef

2-4 percent of net returns
after cash operating
expenses, or 5-10 percent of
taxable income (Schedule F)

1/2-1 percent of hog sales less cost of feeder pigs
$2.00-$3.00 per feeder pig bought and fed out
$15-$20 for each feeder
detected sick, treated
and recovered

Calf crop sold/75-100 head
85% = $450
90% = $900
95% = $1,500
100% = $2,000

Same as other two
categories

. . . 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.
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