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PROMISSORY NOTES, LOANS, MORTGAGES, AND LAND CONTRACTS are written promises, claims or contracts for which payment is received by the recipient over a period of time.
A.
VERIFICATION.  Contract or other written agreement.


B.
Promissory Notes, Loans, Mortgages and Land Contracts have to meet the following criteria:

1.
The repayment term must be actuarially sound (cannot be set up in terms which exceed the applicant/recipient’s life expectancy- see Volume IVA, MS 1900, Life Expectancy Table).
2.
Payments must be made in equal amounts during the term of the loan with no deferral of payments and no balloon payments; and
3.
[The promissory note, loan, mortgage or land contract must prohibit the cancellation of the balance upon the death of the lender.  If a balance remains upon the death of the lender, it must be designated to the estate of the deceased in order for the promissory note to be considered valid.]  
C.
CONSIDERATION.  If the criteria in B are NOT met, the purchase of the promissory note, loan, land contract or mortgage must be treated as a prohibited transfer of resources.  Ineligibility periods must be determined and applied.  The ineligibility period is based on the amount of the transfer minus the principal payments received since the date of the transfer.

Example:  Daniel transfers a $10,000 motorcycle to his nephew Jon in exchange for a promissory note.  Jon makes five $100 payments to Daniel.  $90 of each payment goes to the principal and the remaining $10 of each payment goes to interest, making it a total of $450 ($90 x 5) applied to the principal.  The ineligibility period is based on the amount of the transfer minus the principal payments received since the date of the transfer.  $10,000 - $450 = $9,550.  The amount to be considered in calculating the ineligibility period is $9,550.
D.
CONSIDERATION.  If the criteria in B are met and:
1.
The resource remains in the client’s name, the Fair Market Value is a countable resource and the interest portion of the continuing payments is counted as un​earned income.
2.
The resource is no longer in the client’s name; consider both principal and interest of payments received as unearned income.

Note: If payments received on a land contract are treated as income in the case, deduct any verified amounts the client pays for mortgage, insurance and taxes, to determine total countable income. 
