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How farm families reward themselves in peak income
years can become a point of contention. (Photo by
trishhartmann, CC BY 2.0)

Woodbury: Farm Family Business
To Pay or Not to Pay?

Grain farm returns and balance sheets have soared in recent years, far beyond
anyone's reasonable expectations. Now the question of how family members should be
compensated becomes a discussion point in many operations. Conservative operators
know this Disneyland economy won't last forever, so they may want to stash reserves
for the return to normal. Meanwhile, off­farm heirs or siblings see the operating
income potential and sometimes wonder about returning to the farm. Spouses who
sacrificed lifestyle during hard times and startups hope for a raise if not a new house.

While many families I know approach
compensation relatively conservatively,
they still have questions about how pay
should be handled when there is plenty of
money. Here are some principles to help
think through compensation issues:

PAY BASED ON THE JOB, NOT NEED OR
MONEY SUPPLY

I firmly believe that compensation should
be tied back to the value of the position.
In a survey we conducted of a dozen
larger family agriculture business clients'
2011 data, family member employees'
average pay was between $60,000 and
$66,000 before adding in the value of benefits (the range was between $35,000 and
$85,000). Because it was a small group, this number may not be indicative of the
market, but at least it gives us some reference point.

If you have non­family employees, you probably have a guide to what the market may
be in your area. My suggestion is that you stay in the ballpark of this market, knowing
that compensation will increase with additional management responsibilities.
Furthermore, paying a family member more because of what they were making
outside of agriculture can cause issues when times get tight. The caveat would be a
family member who brings a useful perspective, particular skill or leadership talent
that warrants a significantly different level of compensation.

THINK TWICE BEFORE EQUAL PAY FOR FAMILY AFFILIATION

While paying family members equally does work in some businesses, more often than
not I've seen resentment and conflict develop because people feel like they are
making different contributions to business success but not being rewarded accordingly.
The problem is that a management perspective calls for differentiated compensation
levels (this happens in non­family businesses), while a family perspective generally
calls for equal treatment, because we all love our kids equally!

To deal with the parents who want to treat children equally but know they shouldn't, I
sometimes ask to exclude them from the compensation discussion. I may have them
give some broad parameters for the discussion before they leave, such as defining a
dollar pool that might be used for compensation adjustments. But if the kids can
develop a process for arriving at differentiated compensation levels without the

parents in the room, it can strengthen their future working relationship. And as long as
the kids stay within reason, the parents are often thankful the kids came to agreement
without them.

CONSIDER A BONUS, BUT MAKE IT CLEAR IT IS A BONUS

When businesses have good years, they will often pay a bonus. The trick is to make
sure people see it as a bonus and don't build it in to their annual compensation
expectation. This requires communication ­­ and not just one round of talks ­­ but an
integration of the bonus approach into the culture of the business. If you decide to pay
a bonus, be clear about the conditions that created the bonus, what might create that

Related News Stories
Ag Interest Rate Snapshot

MBAg by Adam Erwin
What a Farmer Can Learn from Manti Te'o

Buying the Farm
State Ag Finance Programs Help Young Producers Get
Started

Slim Chance for '13 Farm Bill
Lobbyist: Threat to Crop Insurance Might Motivate Farmers

Paper Wealth Can Vanish
Land Inflation is No Cushion

Land Inflation Is No Cushion
Paper Wealth Can Vanish

US Farm Income Seen at $128.2B in 2013
USDA Forecasts 2013 Farm Income as Highest Since 1973

Senior Partners ­ 1
Give and You Shall Receive

Ag News
DTN's Quick Takes
Periodic Updates on the Grains, Livestock Futures Markets

Washington Insider ­­ Friday
Hardball on Sequester

Market Impact Weather
Possible Winter Storm Next Week

MBAg by Adam Erwin
What a Farmer Can Learn from Manti Te'o

Farmer Tests Patent Law
Broad Array of Industries Weighing in on Monsanto Supreme
Court Case

International Corn Alliance in Works
Three Biggest Exporters Look at Banding Together

Argentina Crop Outlook ­ 4
Argentine Wheat Farmers Await Government Direction

Kinze Goes Electric
New Flagship Planter Uses Electric Motors for Meters
more...

U.S. & World News
Obama Wraps Speech Tour in Chicago

Q&A: Currency Threat

Sunnis Protest in Iraqi Cities

Rundown on EU Horsemeat Scandal

Indian Troops Kill Pakistani Soldier

150 Killed in Syria Clashes

House Extends Fed Worker Pay Freeze

Palestinian Rally Turns Violent

http://online.dtn.com/online/common/link.do?symbolicName=/author/template&authorId=134
http://ad.doubleclick.net/click;h=v8/3d8b/0/0/%2a/f;264363172;0-0;0;43580262;4307-300/250;51431714/51398727/1;;~aopt=2/1/4b/0;~sscs=%3fhttp://www.ncga.com/irm-calculator%20%3Chttp://www.ncga.com/irm-calculator
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=6f2df57a-69a2-441c-a7d2-99b760766c9d__1360848794776
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=73bb5cff-b761-48e8-ad1c-72d58f5b1858__1360705410354
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=0f4971e5-73db-4414-a3b8-39bac7e6ddf6__1360627177410
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=b6e54f2a-01fe-4670-9523-89c7863699da__1360602954688
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=73bb5cff-b761-48e8-ad1c-72d58f5b1858__1360622138957
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=22dc9a84-820c-4bb4-98b7-753f65b9abf4__1360245383359
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=b6e54f2a-01fe-4670-9523-89c7863699da__1360351755999
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/template1&forceNavUpdate=false&product=DTN/Ag/Business&vendorReference=c014bf10-fc8c-45ca-8207-05ad6af857fe__1352730883545
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews&displayName=Ag%20News
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=0702029E&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A0&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A1&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=0702EC39&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A2&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A3&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A4&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews/template&product=/ag/news/home/agnews&vendorReference=070202A5&paneContentId=50106&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/agnews&displayName=Ag%20News
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews&displayName=U.S.%20&%20World%20News
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035C4&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035C5&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035C6&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035C8&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035C9&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035CA&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035CC&paneContentId=50107&paneParentId=50261
http://online.dtn.com/online/common/link.do?symbolicName=/ag/news/usworldnews/template&product=/ag/news/home/usworldnews&vendorReference=070035CD&paneContentId=50107&paneParentId=50261


  Prev 
  Next 

a bonus, be clear about the conditions that created the bonus, what might create that
bonus in the future, and reinforce your intent that bonus compensation is at risk,
meaning that some years it will be there and other years it won't.

SEPARATE OWNERSHIP, BONUSES AND FARMILY GIFTS

A key distinction in family businesses is to recognize when good financial results should
accrue to management or to owners. Good crop prices or land appreciation, for
example, might suggest that additional revenue go to those who put capital at risk in
those enterprises. Great teamwork during harvest, a well­executed marketing plan or
crop insurance decision by management, a low death­loss ratio for livestock, or
keeping the sprinklers running during the drought suggest that additional revenue
might go to family and non­family employees. Finally, parents sometimes want to
simply give their kids a financial gift. If you are planning to distribute cash, be clear
about the reasons behind the distribution.

At the end of the day, most parents hope that additional compensation is appreciated
by those who receive it. Cultivating that sense of appreciation is the foundational work
that goes on years before you have an income windfall.

EDITOR'S NOTE: Lance Woodbury has spent 20 years as a consultant to farms and
family owned businesses in Garden City, Kan., with a special emphasis on mediation
and conflict resolution. He is also the author of "The Enduring Legacy: Essential Family
Business Values." E­mail suggestions for this column to Lance@lancewoodbury.com
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