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HP 10BIl Mortgage with a Balloon Payment

Your Checklist For Calculating a Mortgage Balloon Payment

More Practice Solving for Balloon Payments

See also the other available mortgage topics, such as Mortgage/Loan Basics,
Amortization, and Mortgages with Loan Fees (“Points”).
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HP 10BIl Mortgage with a Balloon Payment

Your Checklist For Calculating a Mortgage Balloon Payment:

(Before you read on here, be sure that you understand all the material presented in Time Value of
Money Basics and Mortgage/Loan Basics.)

As you know, it's always best to draw a cash flow diagram—a picture of any investment situation,
and that includes a loan or mortgage. Here'’s a typical example of a real estate mortgage with a bal-
loon payment after a few years:

360,000
Interest = 8.5% per year

IRRA T

2,768.09... ...2,768.09

Balloon = ?

The idea of a balloon payment is that the first few years of the mortgage are exactly like a full-term
fully-amortizing loan, with the monthly payment calculated as if there will be 20 or 25 or 30 years’
worth of them. But then, at some prescribed period in the loan before that full term, the entire
remaining balance becomes due and payable. The problem, therefore, is how to calculate that bal-
ance due. Here’s your checklist:

1.  Calculate the normal fully-amortizing payment amount. In this example, you would press
(you want to set END mode), 12 (=/F/YR], 30 (=/xF/YR), 8.5 (VYR) 360000 (PV) 0 [EV),
(result: -2,768.09). For a reminder about mortgage loan basics and how to calculate a fully-amortizing
payment like this, see Mortgage Loan Basics.

2. Key in the number of years in the mortgage before the balloon payment and press

(=[xP/YR). In this example, you would press 5 [s=]xF/YR).

3. Press to calculate the remaining balance due. In this example, you would press to
get -343,764.96.

The materials presented on this page are adapted from books and courseware published by Grapevine Publications, Inc. There is more information available on the full published versions
of these materials and on other resources for HP calculators. Materials presented on this page are licensed exclusively to Hewlett-Packard Co. (“HP”) by Grapevine Publications, Inc., solely
for viewing in this form and on this HP web site. Printing, reproduction or re-transmission in any other form or venue is prohibited. © 2003 Grapevine Publications, Inc. All rights reserved.


http://www.hp.com/calculators/
http://www.hp.com/calculators/docs/guides/HP10B2TVM.pdf
http://www.hp-calculators.com/docs/guides/HP10B2TVM.pdf
http://www.hp.com/calculators/docs/guides/HP10B2Loans.pdf
http://www.hp.com/calculators/docs/guides/HP10B2Loans.pdf

A couple of comments about balloon payments.

First, a terminology question: Sometimes you may see the phrase “balloon payment” applied to the
total amount of money due on the balloon due date. That amount would be the sum of the remain-
ing balance you calculate above and the normal PMT due for that period. (Since the payment mode
is in arrears, this PMT is due at the same time as the remaining balance—see the diagram above.)
However, the checklist above computes the amount due over and above the normal PMT due at that
same time (which is the definition of Future Value on the HP 10Bll—be sure to read the discussion
on Time Value of Money Basic), and that's what balloon payment means here. So don’t get con-
fused: Various other persons or institutions may refer to “balloon payment” as the entire sum paid at
the time—the combination of the PMT plus the Future Value.

Also, this note: The HP 10BIl computes every value—including financial registers—to ten digit accu-
racy, but of course, nobody makes mortgage payments to any more precision than 2 decimal places
(dollars and cents). The difference is usually just pennies, but it can cause consternation to see any
discrepancy between your calculator and your mortgage statement. (The same concern is actually
built into the function, by the way—see Amortization for more about this.)

Therefore, to be more consistent with real-life mortgage contracts, you may wish to insert an extra
step between steps 1 and 2 in the check list:

1a. Re-enter (by hand) the PMT amount calculated in step 1, and press PMT.
In the above example, you would press 2768.09 (PMT),
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HP 10BIl Mortgage with a Balloon Payment

More Practice Solving for Balloon Payments

Problem: A 30-year, $125,000 mortgage at 6.75% balloons in 5 years. Find the balloon amount.

Solution:  ((=/BEG/END), if needed, to set END mode) renon
12 30
675 1 .2 . 3 . 4 57 . 58 . 59 60
125000 (PV) “ll llll
0 810.75... ...810.75
(PMT)... (Result: -810.75)
o Balloon = ?
Result: -117,344.64

(If you re-enter the PMT manually, 810.75 (PMT), the balloon will be -117,344.47.)

Problem: A 20-year, $250,000 mortgage at 7.125% balloons in 10 years. Find the balloon

amount.
250,000
Solution: ((=]BEG/END], if needed, to set END mode)
12 20
7.125 1.2 3 4 117 118 119 120
250000 (V) l l l l
0 1,957.05... ..1,957.05
(PMT)... (Result: -1,957.05)
10 Balloon = ?
Result: -167,622.00

(If you re-enter the PMT manually, 1957.05 (PMT), the balloon will be -167,621.92.)

Of course, there are many other calculations possible with mortgages. See, for example,
Amortization and Mortgages with Loan Fees (“Points”).
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