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Many of my larger-farm clients, especially those with full-time employees, have a common 
problem: choosing a retirement plan from the many choices available.  
 
Most of these folks want their employees to be contributing to their own retirement; most wish to 
encourage them to save; most want to be able to contribute a fairly large amount for themselves; 
and most want a plan that has as little red tape as possible. Generally they ask for a simple plan, 
and more often than not, my recommendation is for just that, a SIMPLE IRA. 
 
Savings Incentive Match Plan for Employees IRAs are for employers with l00 or fewer 
employees. The employer and the employee make contributions to an IRA set up for each 
employee. The employee’s contributions are not included in the employee’s taxable wages. 
Instead, the contributions and earnings are taxed when withdrawn during retirement. The 
employer handles the contributions through payroll deductions, but after the contributions are 
made, the IRA belongs 100% to the employee, and the employee is in charge of making his own 
investment decisions from the array of investment choices provided by the plan’s bank or 
investment advisor.   
 
Contributions are limited in 2006 to $10,000 per employee, although those over 50 can 
contribute an extra $2500. The employer has the choice of making either a matching 
contribution, which is  3% of the employee’s wage or a match of the employee’s contribution, 
whichever is less,  or contributing 2% of wages to all eligible employees, regardless if they make 
contributions for themselves.  
 
An employee over 50 making $50,000 per year could contribute $12,500 per year, and then 
receive an additional employer contribution of $1500 if the employer is making the 3% matching 
contribution. An employer over 50 who earned $100,000 from the farm as a self-employed 
businessman, would be allowed the $12,500 annual contribution, plus could contribute up to 3% 
of his earnings adjusted by half of his social security tax, or in this example $2771 more. 
 
Employer Pros 
SIMPLE IRAs are easy to establish, and are relatively low-cost compared to plans that do not 
use IRAs. Employers have few administrative requirements, and are not subject to complex rules 
that restrict employer contributions based on the failure of employees to participate, as 401(k) 
plans do, for instance. SIMPLE IRAs allow employers to put the burden of saving on the 
employee, but also allow employers to encourage employee participation with matching 
contributions. Finally, the plan can eliminate all employees earning less than $5000 per year. 
Thus farmers with seasonal or part-time help may not have to include those employees in the 
plan.  
 
 



Comparison to SEP plans 
Simplified Employee Pension, or SEP IRA, is another plan many small business owners choose. 
A SEP IRA will have only contributions from the employer. One of the advantages to a SEP is 
that the employer can make a larger contribution for himself, up to an effective rate of about 20% 
under present rules. In our example above, the farmer earning $100,000, would be able to make a 
contribution to his plan of $18,616, almost $3400 more than allowed with a SIMPLE IRA. 
However, he would also have to contribute the same percentage of wages for all employees who 
are over 21, earned at least $450 per year, and have worked for the employer three of the last five 
years. The farmer in this example, who is making the maximum contribution for himself, will 
have to make a contribution of $12,500 to his full time employee’s SEP IRA, in contrast to the 
$1500 required under a SIMPLE IRA using the 3% match. In addition, the farmer may have to 
make contributions for some or all of his seasonal workers. 
 
As in the case of all financial decisions, get help from your professional tax or financial advisor.  
 
 
 
 
 


