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What is a bridge loan?
A bridge loan is a short-term loan (usually a year or less) 
that gives the borrower interim financing until some other 
event takes place. A bridge loan can be contrasted with a 
permanent loan which typically has a much longer term.

What is a homebuyer bridge loan?
A homebuyer bridge loan provides financing to someone 
who is buying a home but does not have enough time to 
procure and close a traditional home loan. The homebuyer 

usually pays upfront points and a higher rate until the 
permanent home loan can be put in place, or until another 
home sells, or both.

Why would a homebuyer need a bridge loan?
Suppose a homeowner is relocating from San Francisco to  
Los Angeles. She finds a home she wants to buy in Los Angeles 
and makes an offer. To be competitive, she does not make her 
offer contingent on selling her home in San Francisco, and 
her offer is accepted. However, her home in San Francisco has 
not yet sold. She has some cash, but not enough to make the 
down payment on the Los Angeles home until she has sold the  
San Francisco home. A bridge loan allows her to buy the new 
home before selling the old one.

How does the borrower pay off a bridge loan?
In the preceding example, the borrower sells the  
San Francisco home. After paying off the mortgage on that 
property, she receives a certain amount of proceeds. Part 
of those proceeds go toward paying down the bridge loan. 
Now that the bridge loan is smaller, she obtains a traditional 
mortgage on the new home in Los Angeles.

How large are homebuyer bridge loans?
Bridge loans can be any size. In the previous example, let’s 
assume both homes are worth $1 million. The loan on the 
San Francisco home is $500,000 and the homebuyer has 
$100,000 cash. To buy the Los Angeles home, the buyer makes 
a down payment of $100,000. The bridge lender provides a 
loan of $900,000, secured by both a senior loan on the  
Los Angeles home and a junior loan on the San Francisco 
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home. Once the San Francisco home has sold, let’s suppose 
the owner receives net proceeds of $440,000 after having paid 
off the $500,000 mortgage and other costs such as broker 
fees. In this scenario, the bridge lender and borrower have 
already agreed that $300,000 of these proceeds will go toward 
paying down the balance on the bridge loan, so the balance 
drops from $900,000 to $600,000. Now the owner can obtain 
a conventional loan — at a lower interest rate and without a 
tight deadline — to refinance the $600,000 bridge loan.

When must homebuyer bridge loans be paid 
back?
Per current rules and regulations, a homebuyer bridge loan 
must have a maturity of one year (i.e., 12 months) or less.

Can homebuyer bridge loans be extended 
when they reach maturity?
There cannot be any written agreement to extend the loan 
beyond the 12-month maturity limit. However, if lender and 
borrower both agree, the loan can be modified at maturity to 
provide an extension of up to 12 additional months.

What are the typical costs of a homebuyer 
bridge loan?
Homebuyer bridge loans cost more than traditional home 
loans for two reasons. First, analyzing the underlying 
collateral and originating and processing the loan takes a 
lot of work. Since the cost of this effort must be recouped 
in a matter of months rather than years, it cannot be 
spread out over a longer timeframe. Second, banks are not 
set up to make consumer bridge loans. Banks pay their 
depositors less than 1 percent interest so they can offer 
qualified borrowers rates below 4 percent. In contrast, 
bridge lenders obtain capital from investors; e.g., wealthy 
individuals. Investors expect yearly returns in the high 
single-digits (usually approaching 10 percent). Thus, the 
rates on homebuyer bridge loans are typically also in this 
range.

Why don’t banks make homebuyer bridge 
loans?
Since the financial crisis, bank lending activity has been 
restricted and regulators have insisted that banks take a 
conservative approach to making loans — particularly 
real estate loans, as these were at the center of the Great 
Recession of 2007–2009. Banks require borrowers to have 
a secondary source of repayment in addition to selling one 
of the two homes. In other words, banks must assume the 
worst-case scenario: that the borrower never sells either 
home, but must still be able to afford to make both mortgage 
payments indefinitely. Even though the borrower’s plan to 

sell one of the homes is entirely reasonable, and there may 
be plenty of equity to support a bridge loan, most buyers 
don’t have enough income to pay two mortgages forever as 
banks would require.

What is the process of getting a homebuyer 
bridge loan?
The first step is to talk to a lender that specializes in this type 
of loan. Arixa Capital is one such lender. Certain mortgage 
brokers may be familiar with bridge loan lenders; however, 
this is a niche product that is neither well understood nor 
widely offered. When speaking with the lender, the following 
information must be provided:

 ▶ Key dates and deadlines.
 ▶ Addresses of any relevant properties.
 ▶ Purchase price or value estimates of properties.
 ▶ Details of existing loans on any properties.
 ▶ Background about borrower’s financial situation and 

especially available cash.

Are there any special requirements for the 
borrower?
Borrowers will need to complete a counseling session 
prior to obtaining a homebuyer bridge loan. Counseling 
may be provided via telephone, so long as it is provided 
by a HUD-approved counselor. Details are available at 
www.consumerfinance.gov/regulations. One provider of 
counseling is http://hoepa.org. The session is designed to ensure 
that the borrower understands the cost of the loan and the risks 
associated with taking out a loan — versus simply waiting to 
sell his or her existing home before buying a new one.

What kinds of companies make homebuyer 
bridge loans?
Private lenders such as Arixa Capital that specialize in bridge 
loans and other short-term loans secured by single-family 
homes make homebuyer bridge loans. 

How can brokers and borrowers find a 
reputable bridge lender?
Researching a lender includes some commonsense steps:

 ▶ Review the company’s website. Is it professional and 
accurate, or shoddy and riddled with mistakes?

 ▶ Review the backgrounds of the key people. If the key 
people are not listed, consider it a red flag — are they 
unwilling to identify themselves to the public and to 
customers? 

 ▶ Review the profiles of the key people on LinkedIn. Do 
you know anyone in common? If so, call your mutual 
contact for a reference. 
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 ▶ Search the Internet for reviews or complaints about the 
company. 

 ▶ Call the company. Do they handle the call professionally? 
How long does it take to get to someone knowledgeable 
about their bridge loan offering? 

All these considerations will help predict the experience you 
are going to have. The reputation of your bridge lender is 
very important. Consider the consequences if the lender 
does not perform as promised.

How long does it take for a bridge loan to 
fund?
Good bridge lenders understand that borrowers call only 
when the need is pressing. A bridge lender should be able to 
fund a loan within two weeks of the first inquiry, assuming 
the borrower is organized and can quickly provide all the 
information requested.

What are the risks to the homebuyer of 
borrowing money via a bridge loan?
The biggest risk is the lender not funding the requested loan. 
That is why it is important to choose a reputable and reliable 
lender. 
 
What other resources are available about 
bridge loans?
For additional information, visit these resources online:

 ▶ en.wikipedia.org/wiki/Bridge_loan
 ▶ http://homebuying.about.com/od/financingadvice/

qt/0407BridgeLoans.htm
 ▶ http : / / w w w. s c ot s m ang u i d e . c om / R e s i d e nt i a l /

LenderSearch/
 ▶ http://www.arixacapital.com/investor-resources/hard-

money-lending-faq/

For more information about Arixa Capital, 
please visit www.arixacapital.com.

For our Bridge Loan ExpressSM program,
please visit www.bridgeloanexpress.com.
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