DSCR The DSCRIQ Advantage Guide:
Mastering Investment Cash Flow

As a Mortgage Broker, this guide is intended to help elevate your understanding from simply
qualifying for a DSCR loan to optimizing your entire investment strategy using the product's
unique flexibility.

1. The DSCR Spectrum: Beyond the Break-Even Point

The most common misconception is that a DSCR of 1.00 is the goal. For the savvy investor,
the goal is to understand how your DSCR ratio impacts your leverage (Loan-to-Value or LTV)
and pricing.

DSCR Ratio Cash Flow Status Strategic Impact on Loan Terms

Excellent/Strong Qualifies for Maximum LTV (e.g., 80%) and best available

1.25+
Margin interest rates. Signals lowest risk to the lender.

Qualifies for standard LTVs (e.g., 75-80%), but pricing may be

1.00-1.24 Good/Positive . . .
adjusted (slightly higher rate) the closer you get to 1.00.

"Sub-1.00" or "No-Ratio" programs. Requires mandatory

0.90-0.99 Negative compensating factors like a higher down payment (often 25—

30%) and results in higher interest rates.

Very difficult to finance. Often requires a large portion of the

<0.90 Highly Negative .
loan to be reserved or may not be eligible at all.

1Q Insight: Use the Sub-1.00 option strategically. If you buy an under-rented property
knowing you can increase rent quickly, the short-term higher rate is offset by the long-term
equity gain and qualification speed.

2. Leveraging the Reserve Flexibility

Traditional loans penalize high debt. DSCR loans reward high liquidity. Your cash reserves
are not just a closing requirement; they are a leverage tool.

+ Standard Reserve Requirement: Typically, 6 months of PITIA (Principal, Interest,
Taxes, Insurance, HOA).

Page 1 0of 4



DSCR The DSCRIQ Advantage Guide:
Mastering Investment Cash Flow

e The DSCRIQ Advantage:

o Reduce Rate: Many lenders offer rate incentives (lower pricing) if you show
more than the minimum required reserves (e.g., 12 months vs. 6 months).

o Address Low DSCR: If your property is slightly negative cash flow (Sub-1.00),
showing higher reserves (e.g., 12+ months) often serves as the
compensating factor needed to approve the loan without excessive pricing
adjustments.

o Cash-Out Reserves: Some programs allow you to count a portion of the
cash-out proceeds from a refinance as part of your required reserves,
immediately unlocking more liquidity for your next acquisition.

3. The Pre-Payment Penalty (PPP) Strategy

The Pre-Payment Penalty (PPP) is the most significant trade-off for the DSCR loan's speed
and lack ofincome documentation. Don't just accept it - price the penalty into your
investment plan.

Penalty L.
Description Ideal Investor Strategy
Structure
. Long-Term Buy-and-Hold Investor with a
3% of the loan amount if . i )
3/2/1 . . projected holding period of 5+ years, or an
refinanced/sold inyear 1, 2% . . )
Structure ) ] investor confident they will not refinance
inyear 2, 1% in year 3. o .
within the first 3 years.
Short-Term/Bridge Strategy or if you foresee
No PPP No penalty for early a quick refinance (e.g., rate drop expected, or
o
repayment. a planned rehab/BRRRR execution within 1-2
years).

1Q Insight: The No-PPP option often costs a slightly higher interest rate (or higher
origination points) upfront. Calculate the dollar cost of the PPP (e.g., 3% of $200,000 =
$6,000) versus the total interest saved by taking the lower-rate, PPP option over your
expected holding period. If you expect to sell in 18 months, the No-PPP option is usually
the financial winner.
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4. Entity Structure and Scaling

DSCR loans are the key to unlimited scaling because they solve the "Fannie Mae 10-
property limit" problem.

e Vesting Flexibility: DSCR lenders allow the loan to be vested in an LLC (Limited
Liability Company), which protects your personal assets.

o Borrower vs. Guarantor: The Borrower is the LLC, but the individual investor must
typically sign a Personal Guaranty. The loan then shows up as commercial/non-
consumer debt, which does not count against your personal Debt-to-Income (DTI)
ratio for conventional loans.

o Scaling Advantage: Because the debtis asset-specific and not constrained by DTI,
you can secure virtually unlimited DSCR loans (with sufficient reserves) to build a
large portfolio.

5. Maximizing Short-Term Rental (STR) Income

For properties intended as short-term rentals (Airbnb/VRBO), the DSCR calculation can get
complicated, but offers a huge advantage.

e Income Source: Lenders use specialized reports (often AirDNA or a 1007 Rent
Schedule with STR Comps) to projectincome.

¢ Income Multiplier: STR income is typically higher than long-term rent, which
dramatically increases your DSCR ratio.

o Example: Long-Term Rent = $2,000/mo. STR Projected Income = $3,200/mo.
Using the STR income boosts your DSCR and qualifies you for a better LTV or
rate.

+ 1Q Insight: Ensure your chosen lender has a robust, published guideline for STR
income calculation. Some only count a percentage (e.g., 85%) of the projected STR
income to account for vacancy, while others use a gross average.

I. Advanced Investment Disclaimer: DSCRIQ Advantage Guide

This "DSCRIQ Advantage Guide" is an advanced educational resource provided by a
Mortgage Broker (Joseph Schibelli NMLS #1214394) for informational purposes only. It is
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intended to illustrate strategic concepts and potential financial trade-offs within the Non-
Qualified Mortgage (Non-QM) market.

1. No Legal, Tax, or Financial Advice

The strategic insights regarding LLCs, entity structuring, pre-payment penalties
(PPP), and cash-out reserves are not legal, tax, or accounting advice.

Always consult with your own qualified CPA/Tax Advisor and Real Estate Attorney
before making decisions regarding entity structure, tax implications of refinancing,
or signing any loan documents.

2. Not a Commitment to Lend (No Guarantee)

All numerical examples, ratios (DSCR), and potential terms discussed are
hypothetical and illustrative only. They are used to explain market mechanics.

This guide does not constitute a loan offer, pre-approval, rate lock, or commitment
to lend from any financial institution.

Final loan approval, terms, interest rates, and fees are dependent upon: full
underwriting review, satisfactory appraisal, the specific lender's guidelines at the
time of application, and prevailing market conditions.

3. Market & Risk Disclosure

DSCR loans are Non-QM products that carry different risks and often higher
interest rates and fees than standard Qualified Mortgages (QM).

The concepts discussed (such as Sub-1.00 DSCR financing or Pre-Payment
Penalties) represent high-leverage and/or specialized strategies. These strategies
involve inherentrisk, including the potential for loss of capital and foreclosure if
rental income projections are not met.

The advice on managing the PPP is for strategic planning only; the exact cost of the
penalty must be confirmed in your specific loan estimate and closing disclosures.

4. Licensing Verification

Any Mortgage Loan Originator (MLO) or firm engaging in loan transactions must be
properly licensed.

Verify the licensing status of any loan officer or company you work with by visiting
the official NMLS Registry: www.nmlsconsumeraccess.org.
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