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Residential Bridge Loans 
Residential bridge loans provide short-term financing for existing residential properties that are 
being purchased, improved and resold by real estate property investors.  This is commonly known 
as the fix and flip industry. 
 
According to the 2016 US Census, the median age of all occupied homes in the US is 39 years old 
and over half of the homes are 35+ years old.  Further, new housing completions are down 21% 
from their long-term average of $14M annually (source: Morgan Stanley).  Nearly unlimited aged 
housing inventory and limited supply of new housing result in compelling opportunities for property 
investors to add value by renovating and re-selling these older homes.  Property investors can also 
purchase distressed homes to generate profits in their flip transaction, but these investors are not 
dependent on the buying a distressed property to add value in the transaction. 
 
Residential bridge loans are secured by a senior security interest in the underlying property.  Unlike 
traditional consumer mortgages which are often 15 to 30 years in term, bridge loans are often less 
than 2 years in term at annual interest rates ranging between 7-15%. 

 

Market Opportunity 
The market opportunity for fix and flip is based in the aging of the United States housing stock.  
While the past housing crisis provided a further boost to the fix and flip market by increasing the 
number of distressed properties for sale in the country, it is the aging of available housing that will 
sustain the market.  Since the crisis, housing starts have remained below historical levels, 
providing an opportunity for property investors to renovate existing homes to meet the 
requirements of buyers looking for move-in ready housing. 
 

Size of the Opportunity 
Between 5 and 7% of all homes bought and sold in the United States are flips, according to 
research company Attom Data, which defines flipped properties as those that are bought and sold 
within a 12-month period.  With approximately 5.25 million homes sold in the United States each 
year according to the National Association of Realtors, a median after-repair home value of 
$191,347 and an estimated 67% Loan-to-After Repair Value Ratio, the size of the addressable 
market can be approximated at $30B - $50B annually.  The majority of homes being flipped are 
purchased without financing.  However, some property investors seek financing shortly after initial 
purchase. 
 
 

The Fix and Flip Business Model 
Property investors in the fix and flip industry follow a relatively simple business model to make a 
profit.  They buy a property in need of refurbishment, upgrade and renovate the property in order to 
appeal to long-term homeowners, and then resell the property for a price that covers all renovation 
and transaction costs while also allowing for a substantial profit.  In the third quarter of 2016, Attom 
Data estimated the average gross flipping profit to be 41.1% of the original purchase price, 
although this figure did not include money spent on renovations or financing. 
 
Two elements of the model allow for profit buying the home at a discount due to the need for 
renovations and then renovating in cost-efficient manner.  When properties come from a distressed 
state such as foreclosure or a short-sale, they are often in need of renovations due to deferred 
upkeep from previous occupants.  Not all homes are purchased in a distressed state, but most are 
in need of some improvements, allowing them to be purchased for less than they would be if they 
were in move-in ready. 
 
Driving the gross profit for the property investor is the desire of end homebuyers to purchase a fully 
finished property; a 2012 Coldwell Banker study found that 81% of first-time homebuyers consider 
move-in conditions to be very important when choosing a home and only 7% would consider bying 
a fixer-upper home.  The value of the improvements to the end homebuyer is higher than the cost 



to the property investor because many homeowners do not want to engage in construction 
projects. 
 
Many operators in the fix and flip market are able to manage projects themselves instead of relying 
on contractors.  Property investors increase their profit margins by accessing bulk purchase 
discounts such as rediscounted flooring, contractor grade kitchen cabinetry and close-out tile and 
stone. 
 
The potential Return on Equity for property investors increases as they use leverage on their 
transactions.  Debt investors are able to participate in the fix and flip business by providing debt 
financing to property investors during the time it takes to purchase, renovate and resell a home. 
 
 
 
 
 
 
 

Economics of fix and flip transaction for a bridge loan borrower 
The current loan origination process is designed to be timely to meet the needs of borrowers while 
also providing thorough diligence on the borrower and proposed project.  It begins when a 
borrower submits a loan application to the lenders with both an estimate of the property's as-is 
value and the scope of renovation work to be done.  The lender then orders a Broker Price Opinion 
(BPO), which is an estimate performed by a real estate broker, or a full appraisal to determine the 
value of the home. 
 
The lender also creates an After-Repair Value estimate of the property.  According to Attom Data.  
Homes that were flipped in Q3 2016 were purchased by property investors at an average 25.2% 
discount below full "after repair" market value and resold at an average 6.7% above-market value 
premium.  Lenders also perform due diligence on the borrower, including a background and credit 
check and a verification of previous flipping experience.  Once the loan has been approved, it is 
originated.  Funds for rehabilitation are not included in the initial origination.  Instead, renovation 
funds are disbursed over time as draws when renovations are completed and confirmed by the 
lender's construction team.  When renovations are complete, the borrower relists the property.  
According to Attom Data, the average property investor takes 6 months to complete renovations. 

 

Capital Sources in the Fix and Flip Industry 
Banks generally are not equipped to lend in the fix and flip industry for several reasons: banks 
cannot meet the quick closing times required by borrowers: banks are not set up to profit from a 
12-month loan due to high origination costs: banks underwrite primarily based on credit risk and 
FICO scores, while underwriting in the fix and flip space should be based on the operational risk of 
the property investor and the asset itself. 
 
Therefore, the market is primarily made up of private money lenders, sometimes referred to as 
"country club money".  These private lenders are comprised of small groups of people who compile 
several million dollars to lend out to fix and flip clients.  The market has traditionally been highly 
fragmented and built on relationships. 
 
In recent years, larger marketplace lenders have made strides into this market with easier access 
and more reliable balance sheets than traditional private money lenders. 

 
 
 
 



Bridge Loan Borrowers 
Most borrowers in the residential bridge loan sector fall into one of two profiles: 

 
Professional Borrowers 
Borrowers who are classified as professionals generally run family businesses and have significant 
experience fixing and flipping homes.  These borrowers will have led at least 25 fix and flip projects 
over their careers, with volumes of at least $5 million.  Borrowers in the very top tier of this sector 
will have managed 75 or more projects.  They will often have their own construction crew and real 
estate agent on staff.  These professional borrowers have minimum losses and defaults, but doing 
business with them is driven by relationships and requires upfront diligence followed by flexibility 
and quick turnarounds from a lender. 
 
Access Borrowers 
These fix and flip borrowers have more limited track records than professional borrowers.  Lenders 
go through a heavy feasibility analysis on projects proposed by these borrowers and an in-house 
construction team closely scrutinizes renovation plans and budgets.  Access borrowers tend to 
have higher interest rates on their loans than professionals due to their higher risk profile.  Interest 
rates are also determined by factors such as the Loan-to-Value ratio on the property.  While access 
borrowers do have higher delinquencies than professional borrowers, loans made to these less 
experienced borrowers still have low investor principal loss due to multiple options for resolution. 
 

Residential Bridge Loan Product Overview 
Bridge loans provide short-term financing that allows these professional property investors to 
purchase, rehab and resell properties. 
 
Renovations may include painting, new carpeting or flooring, new kitchens or bathrooms and new 
outside landscaping.  Borrowers in the fix and flip space are incentivized to quickly complete and 
sell the property due to their high carry costs and limited working capital.  Homes flipped in Quarter 
3 of 2016 took an average of 180 days to flip according to Attom Data. 
 
Bridge Loans are often structured with interest-only payments over a term of 12 months with a 
balloon payment due at the end of the loan.  Many bridge loans also cover the cost of 
improvements to the property, with the rehab funds disbursed in draws once the work has been 
completed.  Borrowers in the bridge loan sector value speed of closing a loan and flexibility in 
terms.  This gives direct money lenders an advantage and they are the largest players in the 
space.  However, the market is currently highly fragmented with no direct money lender owning 
more than approximately 2% of marketshare. 

 
 


