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= DSCR in 5 Days

As a Mortgage Broker, | often see investors get bogged down in the complexity of tax returns
and DTl (Debt-to-Income) ratios. The DSCR (Debt Service Coverage Ratio) loan is the

solution to that friction. Itis a business purpose loan that looks at the property as a
standalone business.

This "DSCR in 5 Days" guide will break down the essential steps for investors.

&> DSCRin 5 Days: Quick Investor Guide

This guide is designed for real estate investors looking to utilize the DSCR Loan for their
next rental property acquisition or refinance.

Day 1: Understanding the Core Concept - What is DSCR?

The most critical difference in this loan product is the focus on the property's income
potential, not your personal employmentincome.

e The DSCR Ratio: This is the metric lenders use to qualify the loan. It measures the
property's Net Operating Income (NOI) against the property's total Debt Service (the

monthly mortgage payment, including Principal, Interest, Taxes, Insurance, and HOA
dues, often called PITI+HOA).

DSCR = (Monthly Rental Income - Operating Expenses) / (Total Monthly Debt Service)

o« Key Insight: For a typical DSCR loan, the lender is generally looking for a ratio of
1.00 or higher.

o Aratio of 1.25 means the property's cash flow is 125% of the debt payment.
This is strong.

o Aratio of 1.00 means the property's income exactly covers the debt payment
(breakeven).

o Aratio below 1.00 (e.g., 0.90) often means a higher interest rate, higher down
payment, or is generally less favorable.

e The "No-Income-Verification" Advantage: Since qualification is based on the

DSCRratio, lenders typically do not require personal W-2s, tax returns, or
employment verification.
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Day 2: Defining the Target Property & Rental Income
The value of the property's income is central to your application.

e Valuation Method: Lenders primarily rely on a professional Appraisal that includes
a Rent Schedule (often called Form 1007 or an Operating Income Statement).

e The Key Documentation: You need to focus on what the appraiser will determine

the property could rent for, not necessarily what it is currently renting for (unless the
property is already leased).

o Vacant Property: The lender will use the appraiser's estimate of Fair Market
Rent (based on comps).

o Leased Property: The lender will use the lesser of the current Lease
Agreement or the appraiser’s Fair Market Rent estimate.

e Property Type: DSCR loans are for Investment Properties. This includes Single-
Family Homes (SFH), Condos, Townhomes, and 2-4 Unit Multi-Family properties.

e Owner-Occupied homes (Primary Residences) are not eligible.

Day 3: Determining Down Payment and Reserves

While your personal income isn't scrutinized, your ability to close and maintain the
property is.

e Down Payment: DSCR loans generally require a higher down payment than
traditional owner-occupied loans. Expect a minimum of 15% to 25% down,
depending on your credit score and the desired DSCR ratio.

o Lower DSCR ratio = Higher Down Payment required.

e Reserves (Cash Post-Closing): Lenders require you to have cash reserves
remaining in the bank after closing.

o Thisis typically expressed in "months of PITI+HOA" and ranges from 3 to 12
months of the new mortgage payment. This acts as a safety net in case of
vacancy.
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¢ Credit Score: While not tied to income, your personal credit score is still a major
factor in determining your interest rate and eligibility. Most DSCR lenders require a
minimum FICO score, often 640 or higher.

Day 4: Gathering Required Personal Documents

The paperwork is significantly simpler than a traditional loan, but certain personal and
financial records are still necessary.

Document Required Items Purpose

Category

Identity Valid Driver’s License/Passport Verification of Applicant

Credit Authorization to run a credit report Determine eligibility and
rate

Assets The last 2 months of personal Verification of Down

Bank/Brokerage Statements (ALL pages) Payment and Reserves

Experience Schedule E from the last tax return (if you = Show prior landlord
own other rentals) experience (optional but
helpful)
Entity Docs Operating Agreement, Certificate of Good Verify business standing

Standing and EIN (if purchasingin an LLC) (common for investors)

Day 5: Rate Shopping & Lender Questions
This is the day to engage with potential brokers and lenders, armed with your knowledge.

¢ Crucial Information to Provide: When requesting a quote, you must provide these
four pieces of data for an accurate estimate:

1. Your Credit Score (e.g., 740 FICO)
2. The Property DSCR Ratio (e.g., 1.25)

3. Loan-to-Value (LTV), which is based on your down payment (e.g., 75% LTV
25% down)

4. Property Type (e.g., 4-Unit Multi-Family)
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e Key Questions to Ask Your Broker:
o "Whatis the minimum DSCR your lender allows before a rate adjustment?"
o "What reserve requirement (in months) is standard for this LTV?"

o "Are the closing costs and prepaids included in the DSCR calculation?" (The
answer is usually yes, via the PITI portion)

Summary Table
DSCR Loan Feature Traditional QM Loan Feature
Qualification Focus Property's Cash Flow (DSCR)

Income Verification No personalincome docs required

Down Payment Higher (typically 15%-25% minimum)
Interest Rate Generally higher than Primary Residence rates
Property Use Investment Properties Only
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® Important Disclaimer and Disclosure

This guide, "DSCR in 5 Days," is provided for educational and informational purposes
only by a professional Mortgage Broker Joseph Schibelli NMLS #1214394 specializing in
DSCR and non-QM products.

1. Not a Loan Commitment & Seek Professional Advice

The information, ratios, terms, and examples (including rates, down payments, and credit
scores) provided herein are illustrative estimates and are not a guarantee, promise, or
commitment to lend.

e Loan approval, final terms, interest rates, fees, and pricing are subject to full
underwriting review, satisfactory appraisal, specific lender guidelines, market
conditions, and regulatory compliance at the time of application.

e All prospective borrowers are strongly advised to consult with a qualified Mortgage
Professional/Broker to discuss their individual financial situation and specific
transaction details.

2. State and Federal Licensing Requirements

Individuals who originate, take applications, or negotiate the terms of residential
mortgages are generally required to be licensed. The specific licensing authority for DSCR
(which are often classified as Business Purpose or Commercial loans, not consumer
loans) varies by state.

o Federal Requirement (SAFE Act): All licensed Mortgage Loan Originators (MLOs)
must be registered with the Nationwide Multistate Licensing System & Registry
(NMLS) and possess a unique NMLS ID number.

o State Variability:

o Some states consider loans on 1-4 unit investment properties, even if for a
business purpose, to require a state Mortgage Broker/Lender License
(which uses the NMLS).

o Other states consider these transactions to be outside the scope of
consumer lending laws, potentially requiring a Real Estate Broker License
or Commercial Broker License, or in some cases, no specific license.
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Action for Verification: To verify the licensing status of any loan officer or company, please
visit the official, free resource operated by the State Regulators:
www.nmlsconsumeraccess.org.

3. Market and Product Variability

DSCR loans are considered Non-Qualified Mortgage (Non-QM) products and are not
standardized by Fannie Mae or Freddie Mac. As such:

e Lenderrequirements (e.g., minimum DSCR, reserve requirements, pre-payment
penalty structures) vary significantly.

¢ Market interest rates are subject to change without notice.
4. Regulatory Notice

This guide does not constitute an advertisement for credit as defined by the Truth in
Lending Act (TILA) or Regulation Z. All figures and examples must be validated by a formal
loan estimate from a licensed originator.
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