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PROMISSORY NOTE/MORTGAGE/LAND CONTRACT SALE

Consider continuing payments on promissory notes, mortgages, and land contracts as unearned income to the holder if nonnegotiable/nonsaleable. Consider promissory notes, mortgages, and land contracts saleable unless specifically prohibited in the agreement.  Verify the amount using the contract or written agreement.

A.
Both principal and interest parts of the continuing payments on promissory notes, mortgages and land contracts are unearned income, subject to the following deductions:

1. Payments on mortgages, including interest; and

2.  Actual payments for insurance and taxes.

B. [If negotiable or saleable a promissory note, mortgages, and land contracts are considered resources to the holder in the amount of the equity (value minus indebtedness).]

Example: Mr. Jones sold property to Mr. Smith on land contract for 
$15,000 with down payment of $5,000. Mr. Jones (the holder of the land 
contract) has no debt on the property. Mr. Jones has a resource (equity) 
in the saleable land contract of $10,000. However, Mr. Smith, who bought 
the property for $15,000 (value of the property), owes $10,000. Mr. 
Smith has a resource (equity) of $5,000. As payments are made Mr. 
Jones’ equity in the land contract decreases while Mr. Smith’s equity 
increases.


Example: Mr. Jones purchased property from Mr. Clark on land contract 
for $25,000. MR. Jones still owes Mr. Clark $5,000. Mr. Jones sold Mr. 
Smith the same property on land contract for $25,000.


Mr. Clark is the holder of a land contract with an equity of $5,000. Mr. 
Jones is the holder of a land contract with an equity of $20,000 (value of 
$25,000 minus indebtedness of $5,000).


The initial or down payment must be an excluded or countable resource. 
See MS 4348.

