
Agricultural Research 

NEARLY EVERY FARM in Minnesota today shows some 
tical result of the work done by the Agricultural ExperiiJIIIi 

Station. This unit of the Institute of Agriculture of the University 
Minnesota carries on research in many widely varied fields, 
the one hand, it seeks to develop new and better farm or 
practices, crops, and animals. On the other, it seeks to increase 
basic knowledge of nature, an end invaluable in itself. 

The Experiment Station has about 300 research projects, 
ing from improved diets for the family to better use of the 
of our forests, and from a study of disease in plants or animala 
the discovery of new market for agricultural products. Resulta 
this research are made available to the public through 
teaching facilities on campus, or through the off-campus work of 
Agricultural Extension Service and its county agent org<lllizatlq 

The research is carried on at many places in the state. 
of it takes plac:e in the laboratories and fields of the 
St. Paul Campus. Some is conducted at the Agricultural 
ment Station at Rosemount, or at the branch experiment statiODI 
Waseca, Morris, Crookston, Grand Rapids, Lamberton, and 

Specialized research is carried on at the Fruit Breeding 
Excelsior; at the Potato Breeding Farm, Castle Danger; at the 
Research Center, Cloquet; at the Hormel Institute, Austin; and 
the Biological Station, Itasca State Park. In addition, hundredl 
Minnesota farmers each year cooperate with the Station in 
ments on their own farms, either as individuals or in groups 
may represent several counties. 

Agricultural research in Minnesota has a broad scope. 
its results underlie every major advance we make in modem 
cultural knowledge or practice. 

This publication is one of the many research reports issued 
the. University of Minnesota Agricultural Experiment Station. 
reports-some more technical in nature-are distributed 
your County Extension Agent or the Bulletin Room, U,.,;.., ..... inr: 
Minnesota, Institute of Agriculture, St. Paul l. 

April 1961 
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NORTH CENTRAL REGIONAL COMMITTEE FOR RESEARCH 
HOW YOUNG FAMILIES GET ESTABLISHED IN FARMING 

This regional committee was established by the directors of the 
cultural experiment stations in the North Central Region to study 
problems of beginning farmers. The committee has been concerned 
the following objectives: 1) To explore the impact of current and 
ing problems in the agricultural economy upon beginning farm 
2) to learn how young farm people and beginning farmers can contntM 
to and facilitate needed adjustments in American agriculture, and 3) 
find more effective ways of getting adequate resources into the hands 
young farmers. 
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Farm Foundation: 
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Foreword 
Land ownership by individual farm operators has been 

prominent feature of American agriculture from its begi 
In explaining the development of this system of land 
emphasis is properly placed on the importance of early land 
providing for outright disposal of public lands to settlers, 
ahead of sale, and prohibition of rigid hereditary rights in 
Between 1840 and 1862, preemption and homestead 
made wide-spread ownership a realistic possibility. This 
system has been supported and strengthened by public action 
promote research through agricultural experiment stations 
disseminate knowledge through agricultural extension se ..... ;~ 
and to cope with the peculiar problems of agricultural 
through the farm credit activities of federal and state 
ments. 

Today the strength of this structure of land ownership 
pends less on basic land tenure laws and more on workable 
visions for transferring lands from generation to generation, 
from operator to operator. A well developed system of 
credit is essential to any system in which high value is 
upon the maintenance of land ownership by operating 
This interdependence of credit and land tenure is age-old, but 
has increased in importance as capital requirements in 
agriculture have grown. 

The mortgage is the traditional symbol of agricultural 
and many written and unwritten rules and customs have 
up to regulate its use. In the popular and professional mind 
mortgage image of land-based credit is dominant, although 
mortgage as a credit device has declined in importance in 
sectors of American agriculture. Since 1945 there has been a 
growth in the use of an old form of land-based credit, 
called the land contract. The increasing popularity of land 
tracts in rural areas is paralleled by their frequent· use in 
housing markets, and by the increasingly important role 
by installment credit in all sectors of American economic 

This bulletin reports the results of a study of the use of installment land 
North Central Region. It is intended for use by farm buyers and sellers. 
agricultural advisors, counselors, and teachers. Supporting it is a series of 
studies in Jaw and economics carried out in the individual states of the region 
1951-1960. Primary financial support for the studies has been provided by 
gional Project NC-15, "How Young Families Get Established in Farming." 

Preparation of the bulletin has involved close working relations between Jaw 
agricultural economics faculties in land-grant colleges and universities. Tt r<>n•"' 
regard the first North Central Regional publication to be based on an 
of coordinated research studies in Jaw and economics. Some of these s 
economic in character, others focused on legal considerations. The authors are 
all who contributed to the studies. Final preparation of the bulletin was done m 
with members of the technical committee for regional project NC-15, without whose 
study could not have been completed. 
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Financing Farm Transfers 
with Land Contracts 

R. VERN ELEFSON AND PHILIP M. RAUP 1 

T HE INSTALLMENT LAND CONTRACT is an agreement to 
transfer ownership of land.2 In this agreement the buyer prom
iseS to pay the purchase price in installments over a period of 
time. The seller usually promises to transfer possession of the 
land at the time the contract is made, or soon afterwards. Under 

8 
mortgage-financed sale, title passes from seller to buyer when 

the transaction is made. Under a land contract, the seller usually 
does not transfer formal title to the buyer until the last install
ment has been completed or until an agreed part of the purchase 
price is paid. The downpayment under a land contract is usually 
smaller than is customarily required when a mortgage is used. 

U the buyer defaults in meeting his 
obUiations, the contract may provide 
dllt the seller can require him to for

It the land and any payments he has 
lillie. ln a number of states this pro
etdure d()('s not require court action, 
end the buyer has no opportunity to 
rtdeem the farm after forfeiture, as is 

.tomary after a mortgage foreclosure. 
other ~tates court action is neces

Mrl· The court usually will allow the 
iUlting buyer a redemption period 

!lowing the initiation of a court ac
beforc the land is actually and 

lnally taken from him. If the buyer 
makes good his default during this pe

of redemption, he is allowed to 
Nlain the farm. In most contracts there 

provision for a period of grace after 
ult and before any action may be 

taken to repossess or sell the farm. This 
grace period may be as long as a year, 
but typically it is from 30 to 60 days. 
It gives the buyer time in which to 
remedy his default and maintain his 
rights to the farm before more final 
actions are started. 

The land contract is quite different 
in purpose and effect from the fre
quently used binder contract, or earnest 
money contract as it is sometimes 
called. The land contract usually re
mains in effect until the property is 
fully paid for, or at least until a sub
stantial part of the purchase price is 
paid. The binder contract, in contrast, 
is used to hold property off the market 
to give the prospective buyer time to 
collect the money needed to close the 
deal, to bind the bargain until the 

R. Vern Ele!son. assistant professor, Department of Agricultural Economics, Wisconsin 
~ll•~:e. Rtver Falls, Wisconsin, was formerly an instructor at the University of Minnesota. 
' .... Raup. professor, Department of Agricultural Economics, University of Minnesota. 
The Installment. lanq contract is known by several names. Some localities have special 

•ncs drfferent rndrviduals may have their own preferences as to the term used. Among 
for instaiJment land contracts are: contract for deed, contract for the sale of land, 

purchase contract, installment contract, land contract, bond for title, and bond 
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seller produces proof of title, or until 
some other condition necessary for the 
final sale agreement is met. The term 
of the binder contract is usually quite 
short. It ends when the deal is finally 
closed. 

OTHER FORMS OF LOW- EQUITY 
FINANCING 

The land contract is only one form 
of low-equity financing and installment 
purchase. An alternative is the low 
downpayment mortgage. Th is device 
has sometimes been used with no down
payment required, as is the case with 
some of the farm loans under the Farm
ers Home Administration program. The 
deed of trust, which is important in 
Missouri, is another means of low
equity financing that shares many of 
the advantages and disadvantages of 
land contracts. 

Land contracts are emphasized in this 
bulletin because they are the most com
mon method of low-equity financing in 
the North Central Region. Most low
equity mortgages are guaranteed by an 
agency of the Federal government or 
rest upon a close personal relationship 
between the mortgagee and mortgagor. 
The greater difficulty involved in fore
closing a mortgage makes many lend
ers unwilling to make a mortgage loan 
unless the downpayment is in the range 
of 40 to 50 percent of the farm value. 
The deed of trust is preferred in Mis
souri because it is better adapted to the 
laws of that state. It is of little impor
tance in other parts of the North Cen
tral Region. 

ADVANTAGES AND DISADVAN
TAGES OF LAND 

CONTRACTS 

Some advantages and disadvantages 
of land contracts are listed below. It 
should be recognized that many of these 
points apply to any form of low down
payment financing. Their significance 
and inter-relations are brought out in 
more detail later in the bulletin. 
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1. The low downpayment 
that required under a 
mortgage makes it easier 
ownership. The operator 
some of the uncertainties ot 
and can share in any rise in land 

2. The low downpayment 
the buyer to hold a larger 
of his net worth in the form 
ing capital, including 
livestock, on which the 
usually greater than on land 

Advantages to the Seller 

1. The land contract permits 
come tax gain from a farm sale 
spread over several years, which 
result in overall tax saving. 

2. The seller can keep his 
vested in a business he 
The installment payments 
convenient "annuity program" 
who wish to use them as 
income. 

3. The relatively rapid and 
sive settlement of the seller's 
provide a quick and secure 
case the buyer defaults. 

4. The low downpayment 
seller to help a relative or a 
tenant who lacks enough capital 
with a conventional mortgage. 

Disadvantages to the 

1. Interest payments are 
ticularly during the early 

Michigan, W~sconsm, 
Minnesota, North Dakota, 

South Dakota 

J..u~ana, 
Illinois, 

Iowa 

Missouri, 
Kansas, 

Nebraska 
Ohio, 

Kentucky 

~ 
~ 
~ - -·~-

19 

··· - ····--· ···· 28 
. .... 36 

46 

8 
12 
21 
35 

7 
8 

12 
19 

8 
10 
12 
16 

----:-Agricultural Research Service, USDA. 
..... f h . d' 'd , A table with percentages or I e m lVI ual states is given in Appendix A. 

_..-art. The low downpayment advan- IMPORTANCE OF LAND 
means that a large proportion of CONTRACTS 

purchase price remains unpaid at 
time of purchase. 
The risk of losing the farm in case 

a default is typically somewhat 

1
ter tha!1 under a conventional 

:age. 
The combination of a large unpaid 

1
ce and heavy payments on prin
and interest may make the buyer 

1
cularly sensitive to unexpected de

in farm product prices or land 
in the early years of the con-

4. As the unpaid balance is reduced 
buyt•r may find that refinancing 

tth a mortgage is necessary in order 
protect his increasing equity. This 

occur al a bad time with regard 
swings in weather or business cycles, 
n lnien,~t rates. 

Disadvantages to the Seller 

I. The low equity of the buyer tends 
make the land contract a high-risk 

The seller may have more diffi
sellin~ his interest in the contract 
if a mortgage had been used, for 
Is usually no established "redis

t" market for land contracts in
lg farm properties. This disadvan
has particular relevance because 

are frequently older people who 
:usceptiblc to serious illnesses and 

The land contract has been used in 
the Midwest since the days of first 
settlement. The railroads used it almost 
exclusively in selling their lands in 
some areas. The land speculators, who 
bought large tracts of government land 
and resold it to pioneer farmers, also 
used the land contract extensively.• In 
more recent years the land contract 
was widely used by Federal Land 
Banks, life insurance companies, and 
other credit agencies in disposing of 
lands they had acquired through mort
gage foreclosures during the 1930's. 

In the past 10 years there has been 
a pronounced increase in their use in 
the North Central Region, as shown in 
table 1. In the three Lake States-Min
nesota, Wisconsin, and Michigan-and 
the Dakotas, the proportion of farm 
transfers financed by land contracts al
most doubled between 1946-49 and 
1955-59 with a particularly pronounced 
rise in 1960. At the present time, almost 
one-half of the farms sold in these 
states are financed with land contracts. 
In Indiana, Illinois, and Iowa, the pro
portion of contract financed farm sales 
has also increase sharply and today 
contracts are used in more than one
third of the farm sales there. Contracts 
are of less importance in the remaining 
states of the North Central Region, yet 
their growing significance is clearly 
evident. 

Bogue, Money At Interest, The Farm Mortgage on the Middle Border, Cornell 
:s. Ithaca, New York, 1955, pp. 153-154, 211, 215-216, 239. 
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PURPOSE AND OBJECTIVES OF 
THIS BULLETIN 

In 1954, studies of rural land con
tracts were begun by several state ex
periment stations in the North Central 
Region. One of the purposes of these 
studies was to determine the character
istics of land contracts now in use in 
the area. A second purpose was to bring 
together information about the laws 
regulating the use of land contracts in 
these states.' (The scope and methods 
of these studies are described in Ap
pendix B.) 

This bulletin presents the results of 
the studies, together with economic 

considerations that can serve as 
for those who now use or plan 
a land contract. Primary 
given to the type of informa 
the typical farm buyer or seller 
have. This requires a discussion, in 
eral terms, of some of the legal 
of land contracts. A bulletin 
vide the legal advice needed by a 
and seller entering into a cont .. ~-• 
buyer and seller should each 
own attorney to see that his best 
est is served under the law of his 
the practices in his community, 
provisions of the contract.• 

Needs and Reasons for Land Contracts 
Changes that have occurred in agri

culture during recent decades have con
tributed to the increased use of land 
contracts. Among these changes are: 
(1) the greater capital requirements for 
getting started in farming; (2) the 
"tightening" of the farm rental market 
which is coupled with the need for 
larger farms; and (3) the increased bur
den of income, capital gains, and in
heritance taxes. Other factors, such as 
investment considerations and estate 

planning, also contribute to the 
ness of this method of buying 

The problem of obtaining 
capital to attain farm 
become acute in recent years. 
income has had a tendency to fall 
1954, but prices in general and 
prices in particular have risen 
continuously since 1940. Many 

• In most cases, the individual states are publishing or have published reports 
phases of this study. Among the published studies are: "Minnesota Land Contract 
Action," Minnesota Law Review, December 1954, pp. 93-114; T. C. Porter, "Installment'; 
tracts for the Sale of Land in Missouri," Missouri Law Review, April 1959, pp. 2• -- --
Krausz, " Installment Land Contracts for Illinois Farm Land-A Field Study," 
Agricultural Economics, University of Illinois, AERR-31, January 1960; and W . • 
Zigurds L. Ziles, "Buying Farms on Installment Land Contracts," 1960, Wisconsin Law 
p. 383. 

Several other reports in unpublished manuscript form have been used in 
bulletin. Included are: T. C. Porter, "Land Purchase Contracts in Missouri ," --~--
Agricultural Economics, University of Missouri: J. R. Hancock, "Installment Cn~•··~•· 
Purchase of Land in Nebraska," Agricultural Economics Department, Universil 
Shelly J. Lashkowitz, "Land Purchase Contracts in North Dakota," DPnl>rtrnent 
Economics, North Dakota Agricultural College; Carlyle Richard 
the Purchase of Land in South Dakota," Economics Department, 
David L. Marner, "Installment Land Purchase Contract Law in 
Colle~e of Law, State University of Iowa: James E . Roan, 
Iowa,' Department of Economics and Sociology, Iowa State College; N. G. P. Krausz. 
Installment Land Contract in the Sale of Farm Land," Department of Agricultural 
University of Illinois; E . B . Hill and J . W. Fitzgerald, "Financing Farm Sales by Land 
Department of Agricultural Economics, Michigan State Universitv: and William 
"Installment Contracts for the Purchase of Land in Kentucky," Department of 
Economics, University of Kentucky. 

Land contract Jaw in Wisconsin is discussed in "Land Contracts-Wisconsin 
consin Law Review, Vol. 1942, pp. 90-108; and T. C . Tolzmann, R. J . Kalupa, al)d 
haus, "Land Contracts-New Wisconsin Form No. 36," Wisconsin Law Revteu·. 
pp. 260-293. 

• A technical bulletin on the Jaw of installment land contracts in the North Central 
is being prepared at the University of Missouri by Fred L. Mann. 
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FARM RENTAL MARKET 

of farming he prefers. In many cases, 
this situation makes it desirable for him 
to buy a farm of his own before he has 
accumulated enough capital to permit 
a conventional mortgage-financed pur
chase. The opportunity to buy with a 
low downpayment may enable him to 
stay in farming; without this oppor
tunity he may face frequent moves or 
find himself without a farm to rent. 

TAX ADVANTAGE 

Another advantage of using land con
tracts is that they often enable the 
seller to realize substantial savings on 
state and federal income taxes. If a 
farm is sold for more than it cost (the 
original purchase price plus the value 
of permanent improvements, less de
preciation) a gain subject to income tax 
is realized. Usually this is a long-term 

,.!!- Agriculture Information Bulletin No. 230, Farm Costs and Returns, Commercial Farms 
• ...,.. Size and Location, ARS, USDA, Washington, D.C., June 1960, pp. 19, 31, 63. 
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capital gain. Under federal tax laws, if 
more than 30 percent of the sale is re
ceived in the year of the sale as is 
usually the case when a mortgage is 
used, the total gain is considered as 
income in the year of sale and the tax 
will be due in a lump sum. If not more 
than 30 percent of the sale price is re
ceived in the year of sale, the gain can 
be spread over the years in which the 
installment payments are received, 
which usually results in a lower over
all tax. This provision applies to mort
gage financing as well as to land con
tracts, but it is rare for a mortgage to 
be used with a downpayment of 30 per
cent or less. The magnitude of the sav
ings that can be realized in this way is 
shown in the following example. 

Assume that a husband and wife, 
both over 65 years of age, sell their 
farm fo:r; $35,000. The farm cost them 
$10,000 and improvements minus de
preciation added another $5,000 to costs. 
The capital gain would then be $20,000. 
They have an opportunity to sell for 
cash, or on an installment land con
tract with 20 percent ($7,000) down and 

the balance spread over 10 annual 
ments of $2,800 plus interest. 
shows the total capital gains 
bility for each alternative and 
ferences between them, assuming 
ous levels of income from other 

If the seller was younger than 
widow or widower, or an 
farmer with no dependents, the 
ings would usually be greater 
those shown in this example.' 

Table 2. Estimated tax savings on a $20,000 capital qain, installment sale 
compared with cash sale• 

Owner's net 
income from 

other 
sourcest 

dollars 
None 

2,000 
4,000 
8,000 

12,000 
20,000 
30,000 

Tax obligation on a $20.000 capital 
gain, by type of sale 

Cash 10 annual insta)lmenls 

dollars 
1,372 
1,836 
2,116 
2,524 
2,968 
3,794 
4,800 

dollars 
0 

480 
1.800 
1,980 
2,600 
3,400 
4,324 

• The interest income to the owner-seller is not included because it is assumed 
ceeds from a cash sale would yield an equivalent amount if invested. In making 
lions, no more than $1,000 was allowed for the standard 10 percent deduction, on the 
that the owner would not itemize his deductions. 

t The tax savings are illustrated on the assumption that the owner's given net 
other sources remains constant over the years in which he receives payments on the 
tract. "Income from other sources" excludes any income entitled to special tax credlta. 
retirement pay. 

1 This information on capital gains taxation, including the examples and 
R. s. Tlllltt and P. M. Raup, "Taxes on Farm Sales and Transfers," Minnesota Farm 
Notes, University of Minnesota Agricultural Extension Service, June 29, 1956. 
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INVESTMENT ASPECTS 

1,a11c1 contracts can be used to pro
a com·cnient investment oppor

for farm owners who plan to 
Manv farmers who sell land do 

with tht; intention of using the pro
as retirement income. They usual

do not wish to hold the total pur-
prk<! in the form of cash, but are 
unfamiliar with alternative in

,tmt>nt po~~ibilities in stocks, bonds, 
other investments. In addition, they 
be uninformed about the risks in

in these investments. The in
!lment sail' provides them with regu-

·ossihlc Dangers in the 

any purchase involving fixed in
nts over long time periods a 
results from the possibility that 
ic: conditions will change for 

worse lx·fore the payments are com
If this occurs, a buyer may be 

pl't'SScd to meet installment pay
as they fall due. Buying a farm 
a contract usually leaves the 
with a large share of the prin-

Jet to be paid. Large interest pay
are associated with a large un

. The contract buyer finds 
more vulnerable to fluctuations 
Income than he would be had 

lllde a larger downpayment. 
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lar payments with which to meet their 
living expenses, while at the same time 
the unpaid balance on the contract 
yields them interest income. A further 
advantage is that their money is in
vested in a business that they under
stand. 

ESTATE AND INHERITANCE 
PLANNING 

Land contracts may be useful in 
many cases in reducing estate and in
heritance taxes. Parents may sell their 
farm to a son and use the proceeds for 
living expenses or return it to their 
children in the form of gifts. The effect 
is to reduce the size of their estate, and 
consequently the amount of taxes to be 
paid. 

Contracts can also be used effective
ly in transferring farms from one gen
eration to another. Parents are usually 
willing to accept a low downpayment 
from their children, or perhaps none 
at all. The contract provides them with 
a good means of protecting their inter
est in the farm if difficulties should 
arise. In addition, land contracts can 
be written to include special arrange
ments which the family may desire. 

Use of Land Contracts 

Two features of the land contract call 
for a careful appraisal of the magni
tude of this risk. They are: · 1) The 
low equity of the buyer in the land, 
and 2) the short time allowed under 
most state laws for redemption of the 
land if failure to make a payment on 
schedule should lead to default. The 
buyer typically has no more than 30 
to 60 days to make good a default. The 
seller may be lenient with regard to 
missed payments when land prices are 
rising. He has a means of quick recov
ery of the land and the value of his 
asset is increasing. The buyer can rea
son that, if all other alternatives fail, 



he can at least resell the farm for 
enough to pay his debt and recover his 
own investment. 

This picture changes rapidly when 
land prices are weak or falling. Sellers 
can visualize the wasting away of their 
assets and buyers may be unable to re
sell without substantial loss. 

In recent years, land prices have 
continued upward while farm income 

Factors in Preparing 

A poorly drawn land contract can 
result in unnecessary difficulties that 
may continue for a number of years. 
Legal requirements make it necessary 
to include certain minimum provisions. 
A number of provisions not required 
by law are also needed if the contract 
is to be most advantageous for both 
buyer and seller. 

A WRITTEN AGREEMENT 

A contract for the sale of land should 
always be written and signed by both 
buyer and seller. Statutes in most states 
require an agreement for the sale of 
land to be in writing or it cannot be 
enforced at law. Usually a written 
agreement must contain the following 
minimum information: (1) identification 
of the buyer and seller, (2) legal de
scription of the land, and (3) purchase 
price. 

The provisions that must be written 
into a land contract are few compared 
to the number that can and should be 
included. Disagreements can easily arise 
if a contract fails to define the respon
sibilities and duties of buyer and seller, 
or if it fails to specify which of them 
is to enjoy the various benefits from the 
farm. Litigation and court actions, which 
are expensive and require time, may 
result. Furthermore, the court decision 
may not be satisfactory either to the 
buyer or to the seller. A written con
tract with clearly stated provisions cov-

has fallen. The relation betweea 
prices and farm income in 1960 
that land prices can be 
level off and perhaps fall 
next few years. A 
should consider carefully 
ture changes in prices and 
rent levels of land prices call 
tion in buying land, particularly 
downpayment is low. 

the Land Contract 

ering all important 
reduce these risks. 
arises, regardless of these 
a court will have a good basis 
termining the original intent 
buyer and seller. 

Some of the provisions that 
portant in this respect are: Who 
have legal "possession" of the 
and when will possession be 
from the seller to the buyer; who 
pay insurance premiums and who 
receive insurance payments, if 
occurs; who shall pay taxes and 
assessments on the property; 
receive rents if the property 
to a third party at the time of 
and who shall be responsible 
is committed? These considerauon 
discussed in more detail in the 
ing sections. 

1? 

pURCHASE PRICE 

purchase price is of obvious im
~. and usually receives careful 

. There are several ways 
,.tifnating what the purchase price 

;;;...,utd" be, but none of them offers a 
roof method. Space does not per

IIOIPa discussion of a~pra1s~l methods 
certain basic cons1deratwns should 

kept in mind, regardl~ss of how the 
~e price is determmed. 

If the buyer intends to be a full-time 
Jlllll operator, he will want to. buy the 

at a price that can be pa1d out of 
flnll earnings. In reckoning this price, 

will be concerned with two impor
tiDt \'ariables: his managerial ability, 
.. the Camily level of living. Farmers 

in their management skill. Some 
earn more than others from a given 

Farm earnings and the level of 
:ement can also be supplemented 

o«set by the level of living that the 
firm family will accept. The debt re
pl)'inJ ability of some good managers 

Unpaired by family spending and 
uming habits. Buyers have some

"paid out" on over-priced farms 
depressmg family living to unrea

IDD8bly low levels. Neither of these 
.ibilitil·S is a desirable solution. 

In t'Stimating the price he can afford 
pay Cor the land, the operating buyer 

Jbould thu~ be aware of two facts: He 
in effect, predicting his own talent 
a managl•r, and he is taking a major 

.c.p in dl'IC'rmining his family's level 
li\'ing for some years to come. 

The selll·r is also vitally interested 
the purchase price. He will want to 

In some assurance that it is com-

parable with current land prices. The 
services of a professional appraiser may 
be helpful in determining price and 
value. If the seller is a retiring farmer 
he should take steps to insure that he 
will have sufficient money resources to 
provide for his old age. In many family 
situations, the interests of his heirs 
should also be considered. 

DOWN PAYMENT 

For the buyer, the low downpay
ment is perhaps the most significant 
advantage of a land contract. It is 
usually about 20 percent of the pur
chase price, but varies from 0 to 50 
percent or even higher. This variation 
reflects the many conditions under 
which farms are transferred. A well
to-do farmer selling land to his son may 
be quite willing to receive no down
payment at all. A man selling to a 
stranger whose credit rating is un
known may want a minimum of 25 to 
30 percent down. Some buyers are 
financially able, and desire to pay a 
sizeable proportion of the purchase 
price at the time of the sale. 

The size of the downpayment has a 
significant influence on the total amount 
of money (principal plus interest) that 
will be paid for a farm. The following 
shows the magnitude of this influence. 

Assume that a 200-acre farm is sold 
on contract for $200 per acre or a total 
of $40,000. Assume that the interest rate 
is 5 percent, and that payments are 
made on the level payments plan. (A 
description of this plan is · given on 
page 14.) Table 3 shows the effect of 

ftMt I. IDOuence of downpayment and term of contract on yearly and total payments for a 
$40,000 farm, level payment plan. 5 percent interest 

Annual payments (principal 
plus interest) given 10 years 

and 20 years to pay 

10 years 

$5,180 
4,144 
3,108 
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20 years 

$3.210 
2,568 
1.926 

Total payments (principal 
plus interest) given 10 years 

and 20 years to pay 

10 years 

$51,803 
49.442 
47,082 

20 years 

$64,191 
59.353 
54,514 



different downpayments on the size of 
the annual payments and on the total 
money expenditure for the farm. 

With no downpayment and a 10-year 
contract, the annual payments of $5,180 
on principal and interest would place 
a heavy burden on farm earnings. Only 
an exceptional farm manager could 
meet these payments from a $40,000 
farm, while maintaining an adequate 
level of family living. 

For the 10-year contract in this exam
ple, a 20-percent downpayment ($8,000) 
will subtract $1,036 from the annual 
payment required if there is no down
payment. A 40-percent downpayment 
($16,000) will reduce annual payments 
by $2,072 from the no-downpayment 
case. Somewhat smaller differences oc
cur if the contract is made to run for 
20 years. In the figures showing total 
payments, the differences are due en
tirely to variations in the total amount 
of interest paid. In each situation, the 
principal is $40,000 and the remainder 
is interest. 

These figures indicate the heavier 
load of yearly and total payments that 
the buyer will have to carry if the 
downpayment is low. A farm should 
yield a return to the capital invested 
in it, whether that money belongs to 
the farmer or to a creditor. If the buy
er's equity is low, a large share of the 
returns to money invested in the farm 
will go to the creditor in the form of 
interest. This may seriously restrict 
the income available for production 
and family living expenses. 

Many farmers, especially younger 
ones, have no real choice between buy
ing with a low or a high downpayment. 
If they are to have a farm of their own, 
they must work with what they have 
and this means a low downpayment. 
The only realistic choice they can make 
is between renting and buying with a 
small amount down. 

PAYMENT PLAN 

General Features. The payment plan 
chosen will usually determine the 

maximum term of the contract 
buyer is able to make paymenb 
vance, and if the contract 
the actual term may be much 
than the period stated in the 
In practice, typical contracts 
10 to 15 years, although longer 
are common. Payments are 
made annually or semi-annually 
the contract can provide for any ' 
ber of payments per year. As 

1 
farmers want their payments to 
due in that part of the year in 
they receive most of their income. 
the payment plan should vary 
ing to the type of farming 
A dairy farmer would probably 
convenient to make monthly 
while a cash-grain farmer might 
one payment per year. 

The payment plan most 
used is the declining balance 
involves fixed payments on 
cipal plus interest payments. 
terest payments become smaller 
unpaid balance is reduced. Total 
nual payments are highest durinc 
first years of the contract, and 
ally decline. The advantages of 
plan are: (1) Annual interest and 
cipal payments are easy to 
(2) The large payments may 
with the period in the buyer's 
he has the greatest earning 
the buyer grows older his 
will decline. The chief 
that the years of heavy payments 
come when the buyer is short of 
ating capital. Lower payments 
this period might enable him 
limited capital for machinery, 
and other operating purposes that 
increase total returns more than 
the retirement of real estate debt. 
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The level payments plai:~ 
which the total payment (princinal
interest) for each period 
same throughout the life 
tract. In the early years of the 
the major part of each payment 
quired for interest. As the debt il 
ually reduced, interest becomes 
the amount applied to nrin( 

....,_yment Privilege. The declining 
..a-nee and the level payments plans 

two of the more conventional pay-
1t programs. A great many varia

can be made on these plans, and 
alert buyer and seller will agree 

one that will best fit their needs. 
of the most important modifica
is to include a prepayment privi
This will allow the buyer to re

tluce the amount of interest he must 
and may enable him to complete 

JI'Jiftents and receive full ownership 
tlftl'lll years before the full term of 
tM contract. It allows him to build up 
a reserve in years of good crops and 

to carry him through more un
flworable periods. To ensure this ad

ttaCe tht• contract should specify that 
long as regular payments made, plus 

pnpayments, equal the total payments 
fiiiUired to be made, the contract shall 

be deemed in default as to pay-
IMIIta. A further advantage is that 

unlimited prepayment privilege is 
._-cut recognition of the buyer's 

.t to pay up on the contract by 
~~~Dancing with a mortgage as soon as 

equity is sufficiently high. 
~use of the great value the pre

._,_nt privilege can have to a buyer, 
lhould consider making it a part 

tbe land contract whenever possible. 
IIller may object to a prepayment 

either because of the increase 
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in tax liability if he receives large pay
ments in a year, or because he wants 
to keep his money invested and earn
ing interest. However, the majority of 
sellers are willing to grant prepayment 
rights. Among the contracts studied in 
Minnesota, 74 percent included a pro
vision allowing the buyer to make pay
ments ahead of time, in any amount 
he liked. Another 8 percent allowed 
prepayments in limited amounts. The 
prepayment privilege has been added 
to the standard form of contract used 
in most cases in Wisconsin, and was 
found in over 80 percent of the con
tracts studied in Iowa. A number of the 
buyers who were interviewed said that 
although their contracts did not speci
fically give them a prepayment right, 
the sellers would accept payments 
ahead of time. If a general prepayment 
provision would work a hardship on 
the seller, some provision allowing 
limited prepayments may be an ac
ceptable alternative. 

Deed for Mortgage. A major differ
ence between a mortgage and a land 
contract in most states is that a mort
gage gives the buyer more time in 
which to r emedy a default. Typically, 
a buyer who has a mortgage will have 
a minimum of 1 year after a default 
in which to refinance, or make some 
other arrangement that will allow him 
to keep the farm. With a land contract, 
there is considerable variation among 
states, but in two states (Iowa and Min
nesota) it is possible for a buyer to lose 
all rights to his land 30 days after he 
has received notice of a default. While 
more time is allowed in some other 
states in the North Central Region, al
most every contract buyer has less time 
in which to make good a possible de
fault than he would if he used mortgage 
financing. 

For the seller, foreclosing a mortgage 
is more expensive and inconvenient 
than terminating a land contract. If a 
mortgage is used, the seller will usually 
make a greater effort to guard against 
default by the buyer. One way of doing 



this is to require a relatively high 
downpayment. The result is that most 
mortgage lenders require downpay
ments ranging from 40 to 50 percent of 
the purchase price. 

Faced with weather and price fluc
tuations, possibilities of crop and live
stock diseases, and the possibility of 
the operator's illness or disability, the 
longer period for overcoming a default 
becomes a matter of importance to a 
farm buyer. Under a contract the buyer 
exchanges this protection for the ad
vantage of a low downpayment. How
ever, the buyer may find it advantage
ous to shift to a mortgage as soon as he 
has built up sufficient equity. 

One way to do this is to provide in 
the contract that, when a specified pro
portion of the purchase price has been 
paid, the seller shall accept a mortgage 
from the buyer and give the buyer the 
deed to the property. If the seller does 
not want to take a mortgage, he may 
be willing to allow the buyer to obtain 
mortgage financing from some other 
lender. There may be some advantage 
in combining this type of agreement 
with a prepayment provision and mak
ing them both an explicit part of the 
contract. 

In Wisconsin only 99 of 533 contracts 
provided for shifting from a contract 
to a mortgage; in Minnesota, 27 percent 
of 225 respondents who were questioned 
on this point had included this arrange
ment in their contracts. The most com
mon time chosen for this change was 
when one-half of the principal had 
been paid. · 

Contracts occasionally provide that a 
sizeable proportion of the purchase 
price is to be paid in the final payment. 
This amount may be as high as 50 per
cent. These contracts usually do not 
run for more than 10 years, and all of 
the payments but the last may be made 
either on the declining balance plan or 

the level payments plan. Under 
circumstances, the buyer 
finances the farm when the 
has run its term. By that time 
built up sufficient equity to 
mortgage, and he can use the 
of the mortgage loan to 
payments to the original seller. 

Variable Payment Plan. 
provide the buyer and seller 
opportunity to develop a wide 
of variable payment plans. 
in money may vary from year to 
with the size of the payment 
pendent on income from the 
of growing season, health of the 
or other factors. Other variable 
ment plans call for payment in a 
product or for money 
culated in current or fixed farm 
prices. The payment may be 
amount of the product each 
certain share of annual productlai 

If a plan of this nature is 
great care should be taken in 
up the agreement. An agreement 
provide that the yearly payment 
be 500 bushels of corn. If this 
that was said, questions and 
ments would soon arise. Is 
responsibility limited to 
corn, or must he deliver it to 
elevator? Is the 500 bushels to 
corn or must it be . shelled? 
corn meet the requirement? 
should the corn grade N 
Number 3? These are only 
the questions that might be ra 
should be discussed at the time 
tract is written, and definite 
agreed upon and put into the 
at that time. 

Acceleration Clause. Another 
eration in connection with the 
plan is the "acceleration 
provision is frequently found 
tracts and can significantly 

• The following bulletins give more complete 
Rauchenstein, "Selling Farms on a Product-Payment Basis," 
ment Station. Madison, Wisconsin; C. L. Stewart, "Farm Transfers 
Extension Service in Agriculture and Home Economics, University of 
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responsibilities if a default oc
The usual acceleration clause 
that if the buyer defaults on the 

· tract. all remaining payments be=• due and payable immediately. 
tbit means that the buyer can not cor
net his default merely by making good 

payment that he missed, he must pay 
~full amount owing on the farm. The 
.,.ult which brings about the "accel-

1tJon" of the debt need not be a 
ture to make a payment. A failure to 

laiiP anY part of the contractual agree-
_., will have the same effect. 

1n Nebraska, the seller has a special 
.....,-est in the acceleration clause be-

lute it strengthens his right to a quick 
IDCI inexpensive settlement, in case the 
lluJer defaults. In other states, the ac
ee)er8tion clause prevents the possi-

1ty of repeated defaults on successive 
IIJI1D'ents, and thus prevents the in
-venience and expense of repeated 
.UOns to collect payments that are 

owlnl· 
fte acceleration clause can cause se-

vere difficulties for the buyer. The brief 
period typically given a defaulting 
INJer before his rights to the land are 

1t off is frequently inadequate to per
t refinancing. Without the accelera

tion daus(•, he would only need to ob
tain enough money to make the pay
IMI\t he missed or, if the default was 
of a different nature, to make the 
proper l'Orrection. Since the accelera
tion daus(' can be quite important for 
lloth the buyer and the seller, includ-

lt or excluding it deserves their 
10Us consideration. 

INTEREST RATE 

Data obtained in field studies show 
lbat interest rates on contracts compare 
lavonbly with those charged on mort
..... held by the Federal Land Banks 
..S other lending agencies. During the 
illd-1950's in lllinois, Iowa, Minnesota, 
..S Wisconsin the average interest rate 

10-year 20-year 

540,000 contract. 20 percent downpayment 

on contracts was very close to 4 per
cent. Among the Michigan contracts 
studied, 78 percent had interest rates 
of 5 to 6 percent. At the time these 
studies were made, the average rate on 
outstanding Federal Land Bank mort
gages was 4.1 percent. The average rate 
on the outstanding mortgages of all 
lenders was 4.6 percent.• More recently, 
interest rates have risen, and the avail
able evidence indicates that rates on 
land contracts have followed the trend. 

As shown in the example on page 14, 
interest charges can amount to one
third or more of the total amount paid 
for a farm. Table 4 shows the effect of 
changing the interest rate by one per
centage point, if the purchase price is 
$40,000 and payments are made on the 
level payments plan. 

An increase in interest rates from 5 
to 6 percent can add $5,553 to total in
terest charges on the 20-year contract, 
with nothing down. If a 20-percent 
downpayment was made, an interest 
rate increase of this amount adds $4,443 
to the cost of a $40,000 farm. 

In order to realize greater tax sav
ings, a seller may wish to lower the 
interest rate he charges, and raise the 
selling price of the farm by an offset
ting amount. Interest income is taxed 
as regular income, but the increase in 
the purchase price might be eligible 
for treatment as a capital gain. If the 
seller had a substantial income from 
other sources, the shift of interest in-

•A~IturaL Finance Review, Vol. 20, 1958, Farm Economics Research Division, ARS, 
ashtngton, D.C., p. 100. 
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Table 4. In fluence of interest rate changes on total interest paid, selected forma of 
11 $40.000 contract, level payments plan 

Term of contract and 
amount of downpayment 

10-year contract with 
downpayment of: 

Total interest paid at 
interest rates of 

4 percent 5 percent 6 percent 

Difference betweell 

4 and 5 and 
5 percent 6 percent 6 

None ................... ...... .. ...................... $ 9,316 
20 percent _, ......... ____ ....... 7,452 
40 percent .... .. ............... -.......... 5,589 

$11.803 
9.442 
7,082 

$14,338 
11.478 
8,609 

$2,487 
1,990 
1,493 

$2,535 
2,036 
1,527 

20-year contract with 
downpayment of: 

None 
20 percent ................................. .. 
40 percent ............. _ ................ . 

18,867 
15.094 
11,320 

24,191 
19,353 
14,514 

29,744 
23,796 
17,847 

5,324 
4,259 
3,194 

5,553 
4,443 
3,333 

come to capital gain would result in 
a lower total tax under some circum
stances. For the buyer, interest pay
ments represent an expense that is de
ductible in computing his income tax 
liability. It is to his current advantage 
to increase the interest rate and reduce 
the purchase price by an offsetting 
amount if the income tax deduction is 
a significant item. In the long run a 
higher purchase price could reduce 
capital gains resulting from a future 
sale. 

DISPOSITION OF TITLE 

Under a land contract, formal title 
to the land remains with the seller. 
The buyer under a typical contract has 
all of the property rights of an owner 
so long as he carries out his contract. 
He has the right to receive formal legal 
title from the seller when the contract 
is completed. The buyer is owner of 
the land for purposes of transfer while 
he lives and for purposes of inheritance 
should he die. He can borrow money on 
his interest. In several North Central 
states the buyer is deemed an owner 
for purposes of homestead tax exemp
tion treatment, and is deemed a "free
holder" and entitled to vote in elections 
to determine school district consolida
tion. His ownership status is thus sub
stantial. 
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It may still be desirable for the 
to consider some alternative 
ments that will give him greater 
ance that he will ultimately 
clear title. One step to accomplish 
end is to insert in the contract a 
sion requiring the seller to put 
to the property in escrow. With 
crow agreement, the seller deeda 
property to the buyer at the 
the sale, but the deed is placed in 
hands of a third person who is 
the escrow agent. The escrow 
may be an individual, a trust 
a bank official, or an attorney. He 
to deliver the deed to the buyer 
the contract is completed. If the 
defaults and the contract is 
the deed is returned to the seller. 

This arrangement protects the 
in case the seller dies or becon 
capacitated before the contract 
pleted. If this should happen, 
sence of an escrow agreement 
prevent the buyer from ultimatelr 
taining title. However, the expense 
delay of court action might be 
to obtain it. 

Unforeseen events can also 
the seller's title to land sold 
contract. In some states, for 
Illinois, South Dakota, Kentucky, 
Missouri, if the seller repossessel 
farm from a defaulting 
seller's title may be clouded 

contract that was never com
A quit claim deed from the de

buver to the seller will usual
remo\'e .this cloud. Without a quit 

cfaiiD deed. a court decision may be 
~ to clear the title. 

All thl'r consideration with regard to 
0
uion of title is the abstract of 

~o\n abstract of title is a record of 
trective transfers ever made, and 
~rdcd claims that have been or 

,. held against the property. If the 
_.,.ct shows that persons other than 

seller have claims to the property, 
is a warning to the buyer that 
p<·r~ons may bring suit and have 

farm >Old, or take some other ac
to satisfy their claims. The buyer 
subjl·ct to these claims. In other 

WOI'(Is, all legal claims against the prop
existing at the time of sale will 
tisfit•d first and the buyer will be 

•n only that part of the property 
·h remains. If the seller has con
ed to give a clear . title, the exist-
of prior claims will be sufficient 

'" for the buyer to bring an action 
ind the contract. (Rescission is 

·nbt-d on page 24.) 
If then! are defects in the title, it is 

>t that they be discovered before the 
tral't ·~ signed. For this reason the 
tra,·t should be brought up to date 
examined by the buyer's lawyer at 
begummg of the transaction, not at 
nd of the contract period when the 
r ha~ made full payment. The 
r customarily provides the abstract 

tltll', hut he is not required to do so 
11 provision to that effect is in

led in the contract. 
The bu~·er may protect his interest 

the property by title insurance in 
tatc·s. If title insurance is used 

should take it out at the time of 
IIUI'dlase 

POSSESSION 

Tlae land contract should state who 
to have possession of the farm and 
date when possession is to pass from 
leller to the buyer. If these provi

are not explicitly included, the 
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rule usually followed is that the person 
holding legal title has the right to pos
session. As was stated earlier, under a 
contract the seller holds legal title un
til the last payment is made and is 
therefore legally entitled to possession. 
However, courts may look beyond the 
wording of the contract. If they find 
that the contract implies that the buyer 
is to have possession, they may so rule. 
In many cases the seller will volun
tarily give possession even when it is 
not required by the contract or by law. 
In light of the significance of the right 
to possession, however, it is much bet
ter to include a provision granting pos
session to the buyer on a specified date, 
thus settling the question easily and 
clearly. 

RENTS AND OTHER INCOME 

The question of who shall receive 
rents and other income from the farm 
is one that is easily settled if it is de
cided beforehand and written into the 
contract. The general rule is that this 
income goes to the one in possession. 
But there may be difficulties in deter
mining just when the buyer takes pos
session if a date is not specified in the 
contract. The fact that growing crops 
may be involved is another reason why 
the date of possession should be dis
cussed and agreed upon in the contract. 

A related question may arise concern
ing rental payments covering a period 
of time prior to the buyer's date of pos
session, but not payable until after that 
date. If the contract does not answer 
this question, the law in some states 
will award the payment to the buyer 
but in other states the seller will re
ceive the payment. 

TAXES 

Two questions are involved in the 
payment of real estate taxes and spe
cial assessments. The first question is: 
Who pays the taxes for the year in 
which the sale occurs? It is best for the 
buyer and seller to work out an agree-



ment on this question so that each will 
be certain of his responsibilities. In the 
absence of agreement on this question, 
the determination of the taxpaying ob
ligation varies from state to state. In 
Iowa, the buyer would be required to 
pay all taxes coming due after he re
ceived possession, and the seller would 
be liable for taxes due before that date. 
In Wisconsin, taxes for the year would 
be divided between seller and buyer 
according to the proportions of the 
calendar year before and after the sale 
date. In Kentucky, the buyer pays the 
taxes if the sale occurs within 2 months 
after the assessment date. Otherwise, 
the seller is obligated to pay. 

The second question is: Who shall 
pay the taxes during the remainder of 
the term of the contract? If no provi
sion in the contract covers this ques
tion, most states require the person in 
possession to pay the taxes. However, 
Nebraska law requires the buyer and 
seller to share the taxes in proportion 
to their respective interests in the prop
erty. If the Nebraska buyer has paid 
two-thirds of the purchase price, he 
would pay two-thirds of the taxes. The 
seller would pay the rest. In Kentucky, 
the buyer would have to pay whether 
in possession or not. 

It seems reasonable for the person in 
possession to pay the real estate taxes 
because he receives the income from 
the farm. Most contracts contain pro
visions to this effect. 

INSURANCE AND RISK 

The buyer and seller should decide 
who shall bear possible losses from fire 
or other uncontrollable causes, what 
risks to insure against, who shall pay 
the costs of insurance, and who shall 
receive the proceeds in case of loss. 
While loss may be infrequent, it can 
occur on any farm, and specific provi
sions in the contract will reduce con
fusion and misunderstanding. If this is 
not covered in the contract, the ma
jority of states require the buyer to 
bear the risk of loss regardless of 

whether he is in possession or not 
rule is usually modified if the 
in possession and if the buyer can 
that the seller was negligent. In 
states the rule is that the one in 
session shall bear the loss. 

Both buyer and seller need to 
formed about their responsi 
this regard so that they can 
adequate insurance protection. If 
buyer bears the risk of loss, he sun 
be bound by the contract even 
buildings should be 
strayed by an accidental cause. 
ever, if the seller has the risk of 
and a major loss occurs, the buyer 
cancel the contract and have his 
returned. Another possibility ls 
buyer could have the contract 
duced by the amount of the 

Although both the buyer 
seller under a land contract 
property to the extent of their 
it is usually better for them to 
together in obtaining insurance 
tion. A common provision is 
buyer shall carry adequate 
and, in case of loss, the seller 
ceive the insurance proceeds. 
occurs, the seller is required 
use the proceeds to restore the 
property or to reduce the debt 
buyer. If the money is in excess 
debt, the excess amount is given 
buyer. 
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Another common provision is 
the buyer shall pay the insurance 
and that the proceeds in case 
shall be divided between the 
seller according to their resp""tl..,. 
terests in the property. The 
ceived by the seller must be 
the buyer's debt. 

WASTE 

Waste is the damage resultinl 
buildings or land are allowed or 
to deteriorate more rapidly 
would under normal 
with reasonable care gi 
arising from wear on 
erosion of land is usually not 

But if a stand of timber is cut 
,old or a deposit of gravel or coal 

removed, the waste committed may 
of considerable importance. If the 

rlflJIIr is in possession and commits 
~· the bu~er can sue for damages. 

lbe buyer 1s the one who commits 
.;,.w. the seller can sue for damages. 
rroof of substanti_al waste would prob
r/lb justify for~e1ture of _the contract. 
~ the buyer 1s usually m possession, 

it is typically the seller who will choose 
this course of action. 

It is useful to have a provision in the 
contract that specifies what mainte
nance shall be performed on the land 
and buildings, and what will be con
sidered waste with respect to the re
moval of timber and other natural re
sources. This serves to warn each per
son of his responsibilities under the 
contract. 

Possible Consequences of Default 

FORFEITURE 

Forfeiture is the remedy most com
-ly us(•d by the seller against a de-

,tjng buyer. A default is any sub
lllntlal failure to keep the agreements 

tbe contract. The key aspect of a for
lllture is that, upon default by the 

the seller can declare the con
null and void. All payments re

tllftd and any permanent improve
-~~ to the property made by the 
..,_ are retained by the seller as rent 

liquidated damages for the period 
the buyer was in possession. The 

rights to the land are thus cut 
a seller is to use this remedy, the 

must include an agreement to 
effect that "time is of the essence." 
Mille of this phrase is that if a 

act is not performed at the time 
in the contract, a default has 
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occurred. The contract must also clearly 
state that the seller has a right to for
feit the contract if the buyer defaults. 

There is some variation from state to 
state in the additional provisions that 
accompany these basic features and re
quirements for forfeiture. For example, 
if an Iowa or Minnesota buyer defaults, 
the seller must give 30 days notice be
for he is allowed to forfeit the contract. 
This gives the buyer 30 days of grace 
in which to raise the money due. As 
pointed out above, on page 17, if there 
is an acceleration clause in his contract 
he will have to raise the entire unpaid 
balance. Otherwise, only the payment 
that he missed will be required in order 
to reinstate the contract. If the buyer 
fails to correct his default during the 
30-day period, the forfeiture is accom
plished and he has no additional oppor
tunity to redeem the property. When 
the seller records the proper proof that 
notice of forfeiture was served and that 
the terms of the contract were not met 
by the buyer within the prescribed pe
riod, he again has clear title to the 
property. In this case the seller repos
sesses the property without any court 
action. 

In North Dakota, forfeiture proced
ures are similar to those in Iowa and 
Minnesota. One significant difference is 
that the grace period that must be al
lowed between the buyer's default and 
the termination of the contract is 1 year 



instead of 30 days. In practice, the 
seller can shorten this grace per iod if 
he wishes to cancel by court action. In 
a court action, the seller is required to 
show evidence of the buyer's default, 
and the court then sets a reasonable 
time within which the buyer can re
deem the property. The length of this 
redemption period is usually less than 
a year, frequently being from 60 to 90 
days. In special cases where it is evi
dent that the buyer cannot redeem, and 
does not intend to try, the court may 
not grant any redemption period. If at 
the end of the redemption period the 
buyer has not made his default good, 
the seller regains clear title to the prop
erty. (If there is an acceleration clause 
in the contract, the buyer will of course 
have to pay the entire balance out
standing before he has "made his de
fault good.") 

In Wisconsin, there is no specific 
period of grace that must come between 
a buyer's default and forfeiture of the 
contract. If the buyer feels that he 
should be given time in which to cor
rect his default, he can appeal to the 
courts. The court will then grant the 
buyer a "reasonable" amount of time 
in which to redeem the property. If he 
is unable to meet his obligations within 
this period, his claim to the property 
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is completely cut off. The 
time given the buyer will 
the proportion of the purchase 
that has been paid, the amount of 
allowed by the seller after the 
and before starting forfeiture 
ings, and other factors. The 
demption period is 60 days, but a 
who had almost completed 
before defaulting would 
be given more time. A buyer 
made a very low 
then defaulted on one of his 
stallments might be given a 
redemption period. Actually, 
the buyer can claim a redemption 
in court, a seller of Wisconsin 
usually sues the buyer for strict 
closure, asking the court to fix 
demption period and then cut the 
off at the end of it. · 

Forfeiture procedures in the 
ing states of the North Central 
follow similar patterns. 
procedure in each state has its 
characteristic features. For 
case of a forfeiture where the 
was recorded, a number of 
quire that the seller must get a 
claim deed from the buyer or 
unfulfilled contract will remain a 
on the seller's title. These 
state laws emphasize the need for 
person who plans to make use of a 
contract to consult his. lawyer 
specific regulations in his own 
fore entering into the contractual 
ment. 

The forfeiture provisions of a 
contract can work an injustice 
defaulting buyer. It is usually 
if a buyer cannot fulfill his part 
contract, the seller should 
farm back and should in 
compensated for the rent he lost 
the buyer was in possession, 
other losses and expenses 
from the contract. If the downnn 
was large or if the buyer has 
stallment payments for a 
years, it may be difficult to 
forfeit of all payments on the 
that they are in lieu of rent and 

damages. For this reason, courts 
look upon a forfeiture with 

a court is asked. to enforce a 
it usually will look very 

at the contract in o~der. to make 
certain that It gives the 

the right to this remedy. If the 
of some states find that the seller 

,..,._';cepted late payments, they are 
to rule that he has implicitly 

~ that the buyer c~ al"':'ays make 
payments without bemg m default. 
IIUIY be the ruling even though the 

.aract clearly states that if the pay
It is not made on a specified date, 
buyer w!ll be in default. 

ID JOPle cases, a court will simply 
..,._ to enforce a forfeiture regard

of the provisions included in a con
This is frequently true in Illinois, 
8 court may require a foreclosure 

If it fpcls that a forfeiture will 
lize the defaulting buyer. The pro-

... of the sale are used to settle the 
of the original seller, and any 

___ on•r this amount belongs to the ..,.... 
Although courts tend to be lenient 
~the buyer when forfeiture is in

•ed, he t•an never be certain of the 
tuecome of a court action. He can gain 
elllllderable protection against the pos
.a.ruty of a forfeiture if precautionary 
provilions arc contained in the contract. 

llaie laws governing the grace period 
:ly set only the minimum length of 

period. Buyers and sellers can pro-
for a longer period than the one 

lllltlfted by law. A good contract might 
~~'Wide for a grace period that becomes 
'-ler as more of the purchase price is 

It the buyer has paid less than 
_ percent of the purchase price, he 
..W be given 30 days in which to cor-

1 default before the contract could 
terminated. If 20 to 30 percent of 
JUrchase price was paid, he might 

60 days, and so on. In Arizona, 
law provides for this type of 

r,-uae grace period. 
prepayment privilege and an 

,._ent to permit a shift from the 
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contract to a mortgage when the buyer 
has paid some stated percentage of the 
purchase price are other examples of 
safeguards for the buyer. The nature 
and importance of these provisions 
were discussed in earlier sections. 

Recent surveys of contracts being 
used in the transfer of farm land in 
the North Central states show that most 
sellers recognize that forfeiture of a 
contract can work hardship on a buyer. 
A Michigan study disclosed 34 buyers 
who had missed payments on their 
contracts; only one of these had been 
notified that the seller intended to ter
minate. In Minnesota, 33 buyers were 
found who had missed payments. Again, 
in only one of these cases did the seller 
make any attempt to terminate even 
though some of the buyers were in de
fault for as long as 5 years. The evi
dence from recent years suggests that 
sellers are usually willing to add pro
visions to the contract that will protect 
the buyer, although it should be re
membered that these have been years 
of rising or relatively stable land values. 
The leniency of sellers would un
doubtedly be lessened in a falling land 
market. 

FORECLOSURE BY JUDICIAL SALE 

A second remedy available to the 
seller is foreclosure by judicial sale. 
This is the remedy usually used when 
a mortgage is in default, because a 
mortgage cannot be forfeited. It is also 
available to land contract sellers, but 
they will usually eleCt forfeiture in
stead. A comparison of this procedure 
with forfeiture shows some of the more 
important advantages of mortgages over 
land contracts from the buyer's point 
of view. 

In a foreclosure, the seller petitions 
a court for recovery of the debt that 
is owing him, and for compensation for 
damages suffered. The court will then 
order that the property securing the 
debt be sold, and the proceeds applied 
to the debt and the expenses of the 
foreclosure. Any excess is applied to 



the claims of the original buyer's credi
tors who have liens against the prop
erty. The part of the proceeds remain
ing, if any, is given to the original 
buyer. In a number of the midwestern 
states, the buyer who has been fore
closed has a redemption right running 
for 1 year after the foreclosure sale. If, 
during this time, he can obtain enough 
money to meet his obligations under 
the land contract the property will be 
returned to him. Other states, however, 
do not allow a redemption period and 
the original buyer's rights are cut off 
completely at the foreclosure sale. 

If the foreclosure sale does not bring 
enough to satisfy the debts and legal 
expenses, the laws of some states (but 
not North Dakota) permit a deficiency 
judgment. This gives the creditors a 
claim against any other property which 
the debtor may have. Since a deficiency 
judgment can not be obtained in a for
feiture, foreclosures by judicial sale 
may be preferred by a seller in a situa
tion where the current market value of 
the property is less than the unpaid 
balance. 

SPECIFIC PERFORMANCE 

Courts will usually grant an action 
for specific performance where land is 
transferred by contract. This requires 
the person who is not keeping his part 
of the agreement to fulfill his obliga
tions exactly according to the terms 
of the contract. When this action is 
brought against a buyer who has missed 
payments, the court is unable to force 
the buyer to pay money he does not 
have. As a result, the court will usual
ly order a foreclosure by judicial sale. 
If the action is against the seller, he 
will usually be required to meet his 
responsibilities under the contract and 
transfer the land to the buyer. 

Courts have discretion in granting 
specific performance, and if the contract 
seems to place an undue burden upon 
the one against whom the action is 
taken, or if the contract has other un-

desirable features, specific perfol'ID 
may be denied. The party must 
rely upon other legal remedies. In 
cases, the one who wishes to 
action of specific performance 
have completed his own 
or stand ready and able to do so. 

RESCISSION 

Either the buyer or the seller 
rescind a contract under certain 
ditions. In a rescission the 
turns the money and other 
tions he has received from the 
and the buyer returns what he 
ceived from the seller. The 
then, no longer exists. A rescissi011~ 
be by mutual agreement in 
there is no need to show 
bad faith on the part of either 
But default or bad faith will 
vent a rescission that is agreed 
both parties. 

If the buyer or the seller 
rescind contrary to the wishes 
other, court action is usually 
and the one bringing the 
not, himself, be in default. A 
rescind if the seller ( 1) is 
fraud or misrepresentation, (2) 
fective title to the property, (3) 
to convey title to the property as 
or ( 4) fails to comply with any 
duties under the contract. The 
may rescind if, among other 
buyer ( 1) is guilty of fraud or 
resentation, (2) fails to pay the 
chase price, or (3) fails in other 
ments. 

If either the buyer or seller 
jured as a result of a failure 
other to perform according to the 
of the contract, he can bring an 
for damages. However, if the 
bringing the action is also in 
the other party may bring a 
claim, and possibly offset the 
the first person. 
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GROWING CROPS 

1110
st states growing crops, or 

that are "unsevered," are con
~"~ a part of the land and belong 

person holding the land, unless 
iS some other agreement. Under 

rule. if a buyer defaults and the 
retakes possession before a crop 

JlarVestl'd. the seller gains all rights 
tbe crop even though the buyer has 

and cared for it up to the time 
JlarVest. If this seems to be severe 

.,..tment for the buyer, it can be over
by inserting a clause in the con-

-' to the effect that the buyer has 
right to enter onto the land and 
vate and harvest any crops that are 

_..lng at th~ time he defaults. An 
eJ~n~ati\·e arrangement might be made 

~~tare the crop with the seller in 
agreed proportion. 

IMPROVEMENTS 
'l'tle contract should also specify what 

~MUid bt· done with permanent im
provements made by the buyer. A 

r can make large expenditures for 
lltprovemPnts in the form of new build

fenn·s, terraces, pasture renova
and the like. He needs to know if 

will n-cl'ive any compensation for 
improvements if he defaults on 

his payments and lo:;es his farm. If the 
contract does not answer this question, 
the improvements will go to the seller 
and the buyer will receive no compen
sation. If the buyer and seller come to 
agreement on this question and their 
wishes are made a part of the contract, 
these wishes will govern if a default 
occurs. 

FIXTURES 
A similar question arises with regard 

to fixtures. These can include televi
sion antenna, wall to wall carpeting, 
screens, storm windows, pump jacks, 
moveable buildings, furnaces, oil tanks, 
and water heaters. Those fixtures in
cluded in the original sale should be 
clearly described in the contract. They 
will undoubtedly be returned to the 
seller if the contract is forfeited, un
less there is a provision to the contrary. 
The disposition of fixtures added by the 
buyer after he takes possession is not 
so easily determined. The best way to 
avoid difficulties in this respect is for 
the buyer and seller to give careful 
consideration to this question at the 
time the contract is being prepared. 
Their answer as to who should receive 
the added fixtures in case of the buyer's 
default should be clearly stated in the 
contract. 

lation of the Buyer and Seller to Third Parties 

'J'he rights and responsibilities of the 
and seller to third parties can

u a rule, be determined by agree
wriltl•n into the land contract. 
art· dl'termined by state laws 

Width include statutes and the deci
of tht· courts. As is the case with 
aspects of land contracts, the laws 

.~ting these rights and duties vary 
one state to another. 

RECORDING 

the contract in the office 
county register of deeds is the 
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most certain way for the buyer to give 
notice of his claim to the land he is 
buying. This provides proof of his 
rights to the land as they are given 
to him by the contract. It gives the 
buyer protection against anyone who 
comes later and asserts similar claims, 
or asserts claims that are in oppo:;ition 
to the buyer's claims in other ways. 
For example, a claim against the land 
might arise in case a creditor who had 
loaned money to the seller had accepted 
the property as security. By recording 
the contract the creditor is given notice 



that the buyer's rights to the property 
represent a first claim. Recording may 
also help to accomplish other ends. For 
example, in Iowa, it is necessary to 
have the contract recorded before the 
buyer can claim homestead rights un
der the property tax laws. In Kansas, 
failure to record the contract may ex
pose the seller to liability for a consid
erable intangible property tax. 

In some cases the recording of a land 
contract may be unnecessary or even 
undesirable. Most state laws provide 
that if the buyer is in possession, suffi
cient notice has been given. Any third 
party will be expected to make investi
gation to determine what claim the per
son in possession has to the land. In 
Michigan and Minnesota, county re
corders frequently advise buyers not 
to record because it is considered un
necessary. In Minnesota, both federal 
and state fees must be paid if the con
tract is recorded, and this further dis
courages recording. In a number of 
states, if land is sold under a land con
tract and the seller later repossesses it, 
a recorded contract will cloud the sell
er's title. For this reason, many sellers 
in these states prefer that the contract 
not be recorded. Some contracts even 
provide that it will be considered a de
fault if the buyer records. 

N~W 
RES?ONSIB\l\TIE8 
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In general, a buyer can make 
contract in which he agrees to 
title to a third person when h 
original buyer) receives title e 
original seller. Or the buyer can 
transfer whatever interest he has 
property to a third person. The 
method of transfer is called an 
ment of the contract. In either 
third person may agree to 
payments under the initial 
addition to paying the first 
his interest. Some other payment 
can be worked out if it is 
to all parties concerned. Regardt... 
the method used by the buyer 
his interest, he cannot release 
from his obligations under the 
contract. Only the seller can do 
In those cases where the third 
makes the payments to the 
time and performs the other 
acts, the original buyer will 
have no difficulties. But if the 
person defaults, the original 
be held responsible. 

It is common for contracts to 
provisions forbidding the 
transfer the farm to someone 
permitting a transfer only if the 
gives his written permission. The 
pose of this provision is to 
seller that he will riot have to 
with a different person who might 
a less desirable character or 
ing than the original buyer. If 
find evidence that the seller has 
the requirement by accepting 
from a third person, they may 
force the provision. 

The seller can also sell or 
interest in a land contract, but 
not relieve him of his 
the contract. If the person 
seller's interest does not 
cording to the terms of the 
the original seller can be held 
sible. If the seller assigns his 
to a third party, the assignee 
the original seller's rights. After 

tht• buyer will be expected to 
future payments to the assignee. 

JOINT TENANCIES 

Ill at !l'ast two cases the courts have 
that where ··joint tenants" sell 

on a contract, the joint tenancy is 
en at the time the sale is made. 
sellers become "tenants in com
with regard to the proceeds from 
Je and title to the property. In 

case. if one of the sellers dies be
the contract is completed, his in

in the land and in the proceeds 

1
es the property of his heirs and 

not pass to the surviving seller. 
Where the sellers are husband and 

., or dosely related in some other 
the buyer will usually make only 

payment and rely upon the sellers 
divide it according to their rights. 

be continues making a single periodic 
nt to a surviving seller after the 

1th of ont• of the sellers, he may well 

be in default with respect to the heirs 
of the second seller. If the heirs do not 
receive the portion of the payments to 
which they are entitled, they cannot be 
forced to relinquish their title even if 
the buyer has paid the entire purchase 
price to the surviving seller. 

If the parties involved (buyers, sell
ers, and heirs) do not realize that the 
seller's joint tenancy was broken by 
the installment contract sale, a slightly 
different problem may arise. When the 
buyer completes all payments to the 
surviving seller, the seller may give 
the buyer a title that will be consid
ered a good, marketable title by the 
parties involved. However, the claim 
that the heirs of the deceased seller 
have to the property will remain a 
cloud on the title even if the heirs do 
not know that they have the claim. If 
they become aware of their claim at 
any time within the period prescribed 
by law, they can bring an action to es
tablish and enforce their rights.'0 

Characteristics of 
Under Land 

Farn1s Bought 
Contracts 

The special features of contracts raise 
:tions about the effect of this type 

ftnancing on the farm real estate 
t·t, and also upon some of the 
Jt-nt•ral aspects of farm operation. 
following sections report the re-

111 of a study of available data drawn 
actual contract-financed sales in 

4-year period, 1957-60.11 

PRICES PAID 

There is a possibility that some of 
the advantages of land contracts to 
buyers may be offset by higher prices 
than would be paid if the farms were 
purchased for cash or financed with 
mortgages. A higher price might be 
asked simply because the seller feels 

For mon· complete treatments of these problems, see Ted M. Hanson, Jr., "Survivorship 
lolnt Tt·nants Execute Contract for Sale of Land," Missouri Law Review, Vol. 24, No. 1, 

<~J&.~III2'_1959. pp. 108-117; and Robert W. Swenson and Ronan E. Degnan, "Severance of Joint 
l<;l'~._..-1," Mmnesota Law Review, Vol. 38, No. 5, April 1954, pp. 466-505. 

-~!!'.0:. infcnrnatlon in this section of the bulletin is based primarily upon data gathered 
.~ta. Comparable data from other states in the rejPon were not available. For this 

is need for caution in applying this informat10n in other states. Nevertheless, 
• or agriculture in Minnesota are fairly typical of those in the North Cent_ral 

a whole, and the answers provided by Minnesota data should serve as an indication 
rn he- ''"Pected in other states. This is borne out by the fact that where comparable 
available they are in close agreement with the Minnesota situation. Most of the 
data were drawn from state-wide real estate market surveys made in 1957, 1958, 
960. Approximately 1,500 farm real estate brokers, rural bankers, professional farm 
and >ecretary-treasurers of National Farm Loan Associations responded in these 
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that he can take advantage of a buyer's 
poor bargaining position. Or the seller 
might feel that he bears additional risks 
under a land contract, and so should 
have some additional compensation. 

In Minnesota and Michigan it was 
found that in most cases there was no 
significant difference between the price 
of land sold under a contract and that 
sold either for cash or financed with a 
mortgage. In those instances where 
there was a significant difference, prices 
of land sold under contracts were 
shown to be lower than in comparable 
sales where mortgages were used. 
There was some indication that cash 
buyers paid less than did either the 
mortgage or contract buyers. However, 
the lower sales price for cash pur
chases was apparently due to fewer 
and less desirable buildings. 

QUALITY OF LAND 

It has been suggested that even 
though average prices are paid by con
tract buyers they may tend to acquire 
less desirable land. The data collected 
in Minnesota show that the quality of 
land bought under contracts and under 
mortgages was about the same. There 
was some tendency for cash sales to 
involve the less desirable lands. 

The actual value of a farm is influ
enced by the amount and quality of 
farm buildings. If many of the farms 
sold on contract.:; were found to have 
poor buildings or none at all, this would 
distort the comparison. The available 
data do not show this to have been the 
case. In Minnesota a higher proportion 
of contract sales involved farms with 

'""""VJ Wlif'IT *"'C 

~ .. orto~t~o..s ~ .. ,, 

If;. ·)'" ,. [Jj~ 
. ~' ~ ~ 

~~ 
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Table 5. Pro:::orlion of farm salea 
builciings. by method of finanaa., 

Minnesota, 1957-1960 

Method of 
financing 1960 

Contract ...... ........ , ........ 90 
Mortgage ·-.. -·-··· 79 84 
Cash ... -··· 72 73 

buildings than was the case with 
mortgage or cash sales. This is 
in table 5. 

It was also found that among 
farms that had buildings, the 
of the buildings on 
farms was usually better than 
farms that had recently been 

These findings are supported 
lar data from Illinois where 27 
being purchased on land contracts 
compared to other farms in the 
area with respect to soil type, 
tions of buildings, etc. The 
this comparison showed that 16 
farms were average, 9 were 
average, and only 2 
age. 

SIZE OF FARMS 

Fears have been expressed 
low downpayments made 
land contracts may encou 
gina] farmers to buy farms 
inadequate in size. Although 
dence is not conclusive, there 
be no pronounced tendency for 
occur. Table 6 shows the 
of farms sold in Minnesota under 
types of financing, 1957-60. 

These averages should be 
with the Minnesota state-wide 
farm size of 195 acres in 1954 
acres in 1959, as reported in 
Census of Agriculture. The 
tract sold in 1957-60 was 
the state-wide average size 
regardless of the m ethod of 
used. Among methods of 

1. Jlyerage size of farms sold. by method 
of i!Jiancing. Minnesota. 1957-1960 

Average size of farms sold 

1960 1959 1958 1957 

a:::res 

183 181 175 185 
162 164 156 172 
149 154 130 151 

)lad contract was used to buy the 
JlrPl farms. 

'nle difference between the average 
of farms reported in the Census 

tnd the size of tracts sold arises from 
tubstantial proportion of purchases 

IIICk for farm enlargement purposes. 
'~~lese purchases may involve rather 
_.n tracts of land, and therefore may 

1uce tht· average size of the prop
trtift sold. Moreover, existing farm 

1
ts frequently have resulted from 

than one purchase, or they may 
~nt land that is partly owned 
and partly rented. These farms would 

xpected to average larger than 
U'ICtl rt>eently purchased. 

Lands bought for farm enlargement 
Minnesota were financed more fre

.tly by cash and mortgages than 
land contracts. The typical use of 
land contract has been to finance 
purchase of complete farm operat
uni ts. This helps explain the some
t larg<>r size of contract purchase3. 

Although additional studies are needed 
other states, the evidence assemble:l. 
date dot-s not indicate that inade
te sizt'd farms follow from the use 

land contracts. 

INTEREST RATES 

lnten·st charges involve a payment 
the ust• of money, and a compensa

tor the risk borne by the lender. 
pneral. the more risky the loan the 

·r lhl• interest rate. It is also gen
trut' that the risk increases as 

:::-..,paymtnts fall. These considera
suggl'st the possibility that high 

~....._, rates may be associated with 
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the lower downpayments under con
tracts. 

As indicated on page 17, the avail
able data do not support this belief. 
Interest rates on contracts have, in gen
eral, been similar to those charged on 
real estate mortgages in the same com
munities. The ease with which the 
seller-lender can repossess the farm is 
apparently a sufficient advantage to 
offset any increased risk that he bears. 

OBTAINING OPERATING CREDIT 

Another possible consequence of the 
use of installment land contracts is that 
the buyer may have difficulty obtaining 
additional credit to finance the actual 
operation of the farm. When consider
ing applications for short or medium 
term loans many creditors are inter
ested, first of all, in whether or not the 
farmer is a landowner. The fact of 
landownership itself apparently makes 
a sizable contribution to an individual's 
credit rating. The buyer under a con
tract does not hold legal title to his 
land, and some creditors might con
sider him more comparable to a renter 
than to an owner. 

In Minnesota, 91 percent of 236 con
tract buyers said they had not had any 
difficulty in obtaining operating credit. 
Only 3 percent had felt some restric
tion of credit, and 6 percent did not 
answer the question. There is reason 
to believe that those who experienced 
credit difficulty were prevented from 
obtaining additional credit because of 
their generally poor financial position 
rather than because they had bought 
their farms on land contracts. In the 
minds of most buyers, land contract 
financing does not create a problem in 
obtaining farm operating credit. 

SALES TO NONRELATIVES 

Although land contracts may be par
ticularly useful in transferring farms 
from fathers to sons or for other family 
transfers, most land contracts are be
tween unrelated buyers and sellers. In 



Table 7. Sales between rela ted buyers and 
sellers as a percent of all land contra ct 

sales, selected states 

State 

Illinois 
Michigan 
Minnesota 
Wisconsin 

Percent 

14 
15 
28 
27 

those states where the relationship of 
buyers and sellers was studied, between 
1955 and 1959, less than one-third of 
the contract sales were between rela
tives. This is shown in table 7. 

SELLERS FAVOR LAND CO 

It was found in Minnesota 
seller was typically the one 
gested the use of a land 
50 percent of the cases the 
land contract had first been 
by the seller, while the buyer 
it in only 17 percent of the 
In another 14 percent of the 
use of the land contract 
the desire of both buyer and 
the remainder of the sales, the 
a contract was suggested by a 
lawyer, or some other third 

Surnmary 

There has been an increase in the 
use of the installment land contract in 
the North Central Region in the past 
15 years. Together with other similar 
forms of low-equity financing, includ
ing the deed of trust with power of 
nonjudicial sale and the low downpay
ment mortgage, the land contract has 
emerged as one possible aid in meet
ing the growing problem of financing 
land ownership in modern agriculture. 
This growth has been promoted by a 
number of parallel trends, including 
high and growing requirements for 
operating capital, increasing land prices 
and taxes on capital gains, a scarcity 
of good farms for rent, difficulties in 
financing farm transfers from genera
tion to generation, and the problem of 
providing adequate retirement income 
while permitting the transfer of farm 
operating units in advance of the death 
of elderly owners. 

If the land contract is to be used to 
best advantage, it is important that 
buyers and sellers understand their 
legal rights and responsibilities. A con
tract-financed sale provides a wide 
range of flexibility in adapting it to 
the needs of particular situations. This 
flexibility can be used to advantage 
only if buyers and sellers consider care
fully the many factors that can con-

tribute to the potential 
this method of financing. 

The following list includes the 
important factors that should 
ered explicitly in the contract: 

a) Purchase price 
b) Amount of the initial 

ment 
c) Rate of interest 
d) Type of payment plan 
e) Length of the grace period 

which any default can be 
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f) Time at which possession is 
given to the buyer 
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by the 

p,epayment privilege 
Conditions under which the buyer 
obtain title by substituting a mort
for the contract 

~ment in writing covering these 
can make the difference be

a farm sale that is advantageous 
I!Otb buyer and seller and one that 

to them in money, time, and 

11 the prodsions of :he contract. a~e 
~mplish the des1red ends, 1t 1s 

1
tial that competent legal advice 

l«llred. The desires of the buyer 
seller are frequently different and 
be opposed. For this reason, each 

:hould consult his own lawyer 
that he can be sure that he is in

of the full implications of the 

1ent. In addition, the contract 
'(iauld be drawn up to fit the economic 

agricultural situation to which it 
1ts. A legally perfect document un

to the farm and to the circum
of the parties involved is as 

1tisfactory as a haphazard agree-
It lacking in legal form and sane-

market and on agriculture in general. 
These fears are not supported by the 
available data. Land sold under con
tracts has been transferred at prices 
that are not significantly different from 
the prices paid in cash and mortgage 
sales. Contract sales have involved 
farms with good land and buildings, 
and the tracts sold are as large as those 
financed in other ways. Interest rates 
are similar to those charged on mort
gages, and the use of contracts has ap
parently not restricted buyers in ob
taining operating credit. 

This bulletin covers the laws and 
practices of 13 states. Of necessity it 
has had to treat some complex issues 
in general terms. Specific legal provi
sions vary from state to state. The full 
usefulness of the bulletin will be real
ized only if it is supplemented with 
up-to-date information from state and 
local sources. 

One final warning is in order. The 
increasing use of the land contract has 
occurred in a period of rising land 
prices, uninterrupted by any serious 
reversal for more than 25 years. Care 
in the preparation of a land contract is 
essential to its success, but no amount 
of c~re in drawing up the document 
will substitute for judicious judgment 
in the appraisal of probable future 
land-price trends. 

Appendix A 
hrcent of farm real estate transfers financed by land contracts, North Centra l Region 

and Kentucky, 1946-1960 

1946-49 1950-54 1955-59 1960 

7 12 18 27 

-··· ··-·--·-.. ·-·· ... 8 14 24 36 
7 11 21 42 
7 11 15 23 
9 11 12 11 

22 33 42 53 
20 32 40 55 

6 7 10 15 
8 8 12 20 

23 31 36 38 
6 8 12 20 

18 24 31 41 
10 - 18 30 41 

Data supplied by the Agricultural Research Service, USDA. 

31 



Appendix B 

SCOPE AND METHODS 

This study comprises two basic parts. 
First, a study was made of the statutes 
and court cases that comprise the law 
of land contracts. Contributions to this 
part of the study were made by re
search workers in Illinois, Iowa, Michi
gan, Missouri, Nebraska, North Dakota, 
South Dakota, Wisconsin, and Kentucky. 

In the second part of the study, buy
ers, sellers, practicing attorneys, bank
ers, county agents, and others having 
information about land contracts were 
contacted in field studies over the pe
riod 1954-1960. In Iowa, a sample of 
land contracts was drawn from those 
recorded in the office of the county re
corder in 10 Iowa counties, and per
sons named in the contracts were inter
viewed. This study resulted in 155 us
able buyer questionnaires and 34 usable 
seller questionnaires. 

Data were collected by 
Michigan from 101 farmer-
22 sellers in eight counties. 
sota, 350 usable buyer q 
and 50 seller questionnaires 
tained from 11 counties. In 
during 1957-1960, information 
tained from the annual Minnesota~ 
Real Estate Market Survey in 
approximately 1,500 farm sales 
ported and analyzed each year. 

In Wisconsin, the records of 
contracts in four counties were 
at the offices of the county 
This information was supplemMi 
interviews with 93 qf the 
66 of the sellers. In Illinois, 42 
tracts were studied, followed 
views with 20 buyers and 7 
addition, 16 practicing 
sponded to a mail questionnaire 
ing their experience with Ia 
transactions. 

Other Bulletins 

In addition to this publication, two 
other bulletins dealing with the gen
eral problem of how young families 
get established in farming have been 
published through the efforts of the 
North Central Regional Committee for 
research on "How Young Families Get 
Established in Farming." 

They are: Opportunities for Begin
ning Farmers, by Don Kanel. North 

• 
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Central Regional Publication 
periment Station Bulletin 452, 
sity of Nebraska, Lincoln, 
May 1960. Getting Started 
lished in Farming With and 
Family Help, by Franklin J. 
North Central Regional Evt<>n<li~ 
lication No. 8, Extension 
University of Illinois, Urbana, 
June 1960 . 

June 1961 
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