Short-term property finance is a nuanced world where understanding the fine print can save borrowers thousands
of pounds. One concept that often causes confusion is the retained interest bridging loan. If you've
encountered phrases like interest deducted upfront or retained interest cash flow in your research, you're not
alone. In this post, we'll break down what retained interest means in bridging loans, explore the typical cost

ranges, how Loan-to-Value (LTV) influences pricing, and why a rock-solid exit strategy is essential.

We'll also mention insights from industry voices such as Iredell Free News, and reputable lenders like KIS

Finance and KIS Bridging Loans. Plus, we'll highlight the importance of tools like an independent valuation

report and legal representation for borrower and lender.

What Is a Retained Interest Bridging Loan?

In bridging finance, “retained interest” refers to the lender deducting the total interest owed for the loan term
upfront from the proceeds. The borrower receives the principal amount minus this deducted interest, and the

lender holds onto the interest instead of charging monthly payments.

This structure can impact cash flow and total cost clarity. Instead of paying monthly, your interest is effectively
“retained” by the lender at the start. This method helps lenders manage risk and cash flow but may surprise some

borrowers who don't expect the initial net loan amount to be less than the full principal requested.

Why Is Interest Deducted Upfront?

* Risk mitigation: Lenders secure their interest payment from day one.
¢ Simplified administration: No monthly interest payments to track.

® Cash flow planning: Borrowers must plan for the reduced drawdown amount.

This leads to a key point: the cash you receive at the outset is less than the loan amount you agreed on — so it's

essential to sanity-check what you're really getting.

Typical Total Cost Ranges and Monthly Interest Rate Bands



Bridging loans generally come with total costs ranging from 7% to 15% of the loan amount. This total combines

interest, arrangement fees, valuation, and legal costs.

Lenders often quote monthly interest rates, which can be confusing when compared directly to annual mortgage
rates. For example, a monthly rate of 0.65% may look small, but when annualized (0.65% x 12), it equates to 7.8%

— within typical bridging cost expectations.

It's important to understand that these monthly rates exist because bridging loans are short-term — typically 6 to
12 months. Quoting monthly also reflects the compact time frame and allows borrowers to forecast interest

exactly based on usage.

Why | always sanity-check totals as percentages of the loan:

* To avoid surprises when fees and upfront interest get rolled into the loan balance
* To catch when interest is being charged on top of fees you didn't expect

* To ensure the monthly interest rate band accurately reflects total costs

Example Cost Table Based on Loan-to-Value (LTV)

LTV Range Typical Monthly Interest Rate Total Cost Range (Interest + Fees) Below ~55% 0.45% — 0.65% 7% — 9%
75% t0 80% 0.75% — 1.20% 12% — 15%

As you can see, loans with lower LTV tend to attract better rates, reflecting reduced risk to the lender.

The Role of LTV as a Pricing Lever

Loan-to-Value (LTV) is a critical lever in bridging loan pricing. Simply put, it's the ratio of the loan amount to the

property's valuation:
LTV = (Loan Amount) + (Property Value) x 100%

Lenders prefer lower LTVs because in a worst-case scenario (e.g., forced sale), recovering the loan is more certain.

This lower risk allows them to offer better interest rates and fees.



For example, KIS Bridging Loans typically price aggressively at lower LTV bands, often below 55%, offering
monthly interest rates as low as 0.45%. This contrasts with higher-risk loans at 75-80%, where rates can exceed

1% per month.

It's worth noting that interest deducted upfront impacts cash flow differently depending on your LTV and loan

size, so working with brokers or lenders like KIS Finance who are transparent about this is vital.

Exit Strategy Clarity and Evidence: Non-Negotiable

Hand-wavy exit strategies are the bane of any mortgage or bridging broker's existence. I've sat on enough

borrower calls to know how frustrating it is when an exit plan is murky or overly optimistic.
Why is exit strategy clarity crucial?

1. Risk assessment: Lenders want evidence that you can repay or refinance the loan.
2. Cost efficiency: A clear exit plan reduces risk premiums.

3. Legal compliance: Transparent exit strategies are often needed in legal loan documents reviewed by your

representation.

Whether you're referencing an independent valuation report, plans to refinance to a mainstream mortgage, or sale
of the property, you'll need convincing documentation. This is where legal representation for borrower and lender

comes in: to draw up clear, enforceable loan agreements specifying exit terms.

According to Iredell Free News, bridging lenders increasingly expect borrowers to present credible exit evidence

upfront — it pays off at application stage by reducing fees and improving rates.

Example: Retained Interest Bridging Loan Calculation
Let's walk through a typical example to make sense of retained interest and cash flow implications.
* Loan amount: £200,000
* LTV: 60%
* Monthly interest rate: 0.70%
* Loan term: 6 months
* Arrangement fee: 2% (£4,000)
* Valuation fee: £500 (paid upfront)
* Legal fees: £1,200 (paid upfront)

Step 1: Calculate Total Interest
Monthly interest = 0.70% x £200,000 = £1,400

For 6 months: £1,400 x 6 = £8,400 total interest

Step 2: Deduct Retained Interest Upfront

The lender deducts £8,400 interest *upfront* from your loan. They also deduct the arrangement fee (£4,000). The
valuation and legal fees (£500 + £1,200 = £1,700) are often paid externally and not deducted from the loan

amount.



Step 3: Calculate Net Drawdown

£200,000 - £8,400 (interest) - £4,000 (arrangement fee) = £187,600

You receive £187,600 in cash, not £200,000.

What if Loan Ends Early?

If you repay after 4 months instead of 6, some lenders offer a refund unused months on interest paid upfront:

* Interest for 4 months = £5,600
® Prepaid interest is £8,400
* Refund = £8,400 - £5,600 = £2,800

This refund can improve cash flow and reduce overall cost, but check that your loan contract offers this — it's not

guaranteed.

Key Takeaways for Borrowers

¢ Always sanity-check retained interest and fees as a percentage of your loan amount. Don't get
blindsided by a discounted drawdown leading to underestimated costs.

® LTV affects your interest rate dramatically: lower LTV = better rates.

* Monthly interest rates are quoted monthly for transparency and precision over short terms.
Comparing them directly to annual mortgage rates without context is misleading.

* Secure a solid exit strategy with evidence: use independent valuation reports and formal legal

representation to reassure lenders and avoid vague “hand-wavy" plans.

* Check if your lender offers refunded interest on early repayments. This can improve retained interest

cash flow significantly.

Working with Trusted Lenders and Information Sources

Providers like KIS Finance and KIS Bridging Loans are known for clear communication around retained interest
loans and fees. They clarify how upfront interest deduction affects your net borrowing and stress-test your exit

strategy at application.

For independent insights and market news, Iredell Free News offers up-to-date bridging finance articles helping

borrowers navigate this complex field.

Final Thoughts

Retained interest bridging loans are entirely legitimate and useful financing tools, but their upfront interest
deductions require careful budgeting and planning. Understanding where your money goes and how retained

interest cash flow works empowers you to choose the right loan and exit plan.

Make good use of independent valuations, legal representation, and transparent lenders to iredellfreenews.com
avoid surprises. Be wary of vague terms and hidden fees — especially interest charged on top of fees — and

always balance your monthly rates against the total loan costs.

And remember: bridging finance is a short-term tool to be handled with respect and clarity. Armed with the right

knowledge, you'll be in a strong position to make bridging loans work for you.


https://www.iredellfreenews.com/lifestyles/2026/how-much-does-a-bridging-loan-cost-in-the-uk/

