
How to Price a Balloon 
 

(Due to the complexity of this question, if you wish to talk with me personally instead of 
during a webinar, please call me at 919-260-7710.) 

 

Thank you in advance for assisting me to price this promissory note with a balloon.  Based on 
my understanding of balloon pricing, I am negotiating with an executor of an estate for his 
father’s seller-financed note.  The executor is a bankruptcy attorney in Fort Lauderdale FL. 

Before I sign a purchase agreement, I would like to solidify my understanding about how to 
price a balloon. 

First, are there more than four outcomes for the balloon balance as described below? 

1. Lender accepts the same terms for the remaining balloon balance. (“Whole Note”) 
2. Borrower pays the balloon amount in full. (“Balloon Paid”) 
3. Lender executes a loan modification for the balloon balance with new, more favorable 

terms. 
4. Borrower defaults and lender secures the collateral. 

a. Wholesale sale with commercial financing 
b. Retail sale with traditional consumer financing 
c. Retail sale with new Seller Financing 

Next, how to calculate the yield - based on the forecasted outcome of the investment?  
Following the four outcomes above: 

1. PV:  Use the amortized term from the last payment date with no future value 
2. PV:  Use the remaining term from the last payment date to the balloon date with the 

balloon balance as the future value. 
3. PV:  Use the terms for the new loan modification which I assume would be favorable 

to the lender therefore prompting the borrower to refinance at his earliest convenience. 
4. PV:  Use the remaining term from the last payment date to the balloon date for that 

period of time PLUS the return for the least yield of the defaulted outcome? 
 

Using the actual note terms,  
 

 
 

 
  



How to Price a Balloon 
 

Are the following calculations valid for the quote to fund the note  @ 12+% yield?   
 

 
 
 
My game plan is to (1) purchase the note at 12% yield and then (2) either sell the whole note 
or (3) the pre-balloon cash flow at a 9.5% yield. 
 
Comments please!  And thank you for your insight, 
 
Jackie 
 
 

The quote for the “Whole Note” uses 271 
for remaining payments. 

The quote for the “Balloon Paid” uses 43 for 
remaining payments. 

 

Ignore these calculations.  On a 
past webinar, Joe talked about 
buying a part of the pre-balloon 
cash flow and a part of the 
balloon cash flow but I have not 
been successful in splitting the 
note into pre and post balloon $.   


