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GUIDE · VABASSO MORTGAGE

DSCR Loan Guide
A concise, checklist-driven companion to DSCR financing — how the ratio is built, what income counts, and what to ask
a lender before you apply.

DSCR — debt service coverage ratio — is qualifying rental income divided by the applicable
monthly housing debt: principal, interest, taxes, insurance, HOA, and flood insurance where it
applies. A DSCR loan qualifies the property on that ratio instead of qualifying the borrower on
personal income and debt-to-income. The critical distinction is that underwriting DSCR is not the
same as property profitability: the ratio ignores vacancy, maintenance, management, capital
expenditures, and platform fees, so a property can qualify and still produce negative real cash
flow.

Key takeaways
— DSCR = qualifying rental income ÷ applicable housing debt (PITIA, plus flood insurance where

applicable).
— The ratio is an underwriting test, not a measure of the property's actual profitability.
— Qualifying rent may come from a lease, an appraisal rent schedule, or operating history —

methodology varies by lender.
— There is no single universal minimum DSCR; requirements differ by lender, leverage, and

property type.
— LLC vesting is commonly permitted, and a personal guarantee is usually still required.
— Prepayment penalties are common on DSCR loans and should be understood before you lock.

Who this guide is for
· Investors whose tax returns understate their capacity
· Borrowers who have reached conventional financed-property limits
· Investors who want to hold title in an LLC
· Short-term and long-term rental owners
· Investors refinancing after a renovation or accessing equity
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1. What DSCR means
DSCR stands for debt service coverage ratio. In residential investor lending it is expressed simply:

DSCR = Qualifying Rental Income ÷ Applicable Housing Debt

Qualifying rental income is the monthly rent figure the lender is willing to use. Applicable housing
debt is the monthly principal and interest plus property taxes, homeowners insurance, HOA dues,
and flood insurance where the property requires it — commonly abbreviated PITIA.

A DSCR loan uses that ratio to qualify the loan instead of using the borrower's personal income
and debt-to-income. Your tax returns, W-2s, and employment are generally not the basis of the
decision.

Three clarifications prevent almost every misunderstanding investors have about this product.
First, underwriting DSCR is not identical to property profitability — it is a lender's test, computed
on lender-defined inputs. Second, gross rent is not net cash flow; the ratio omits every operating
expense other than taxes, insurance, HOA, and flood. Third, methodology varies: two lenders can
calculate different DSCRs on the same property using different rent sources and different debt
definitions.

This guide is the concise companion to the full DSCR pillar article. If you want the long-form treatment
— underwriting mechanics, pricing structure, and market context — read the complete DSCR article
linked at the end.

2. Interpreting the ratio
The number itself is easy to read once you know what it excludes.

Above 1.00 means qualifying rent exceeds the housing debt on the lender's calculation. Higher
ratios generally improve access to leverage and pricing, all else equal.

Equal to 1.00 means qualifying rent exactly matches the housing debt as calculated. It does not
mean the property breaks even in operation — it does not, once vacancy, maintenance, and
management are included.

Below 1.00 means qualifying rent falls short of the housing debt. Some programs allow ratios
below 1.00 at reduced leverage and higher cost; others do not. This is entirely lender-specific.

Because minimum thresholds differ across lenders, investors, property types, and leverage tiers,
this guide does not publish a universal qualifying number. Ask each lender for their minimum at
your intended leverage, and for the ratio they calculate on your property.



VABASSO MORTGAGE DSCR Loan Guide

vabasso.com  ·  Educational information only 4

Reading a DSCR result

Result What it means on the lender's
calculation

What it does not mean

Above 1.00 Qualifying rent exceeds housing debt That the property is profitable after all
expenses

Equal to 1.00 Qualifying rent equals housing debt That the property breaks even in operation

Below 1.00 Qualifying rent falls short of housing debt That financing is impossible — some
programs allow it

3. What rental income may be used
The rent figure is where most of the variation between lenders lives.

An executed lease is the most common source for a tenant-occupied property. Where the lease is
materially below market, most lenders use the lease anyway.

A market rent schedule from the appraisal — commonly the Form 1007 for single-family —
supports vacant properties and is sometimes used alongside a lease. Where lease and market
rent differ, many programs use the lower of the two.

Operating history matters on properties with a track record, particularly multi-unit properties
where a rent roll and trailing statements are available.

Short-term rental income, where a program accepts it, is typically documented from platform
revenue statements or third-party market data, and is often haircut to reflect volatility. Many
programs will not use it at all and will apply long-term market rent instead.

Vacant properties are financeable under most DSCR programs using appraisal market rent,
though leverage may be reduced.

Rent documentation to have ready

☐  Executed lease or leases, fully signed
☐  Rent roll for multi-unit properties
☐  Trailing twelve months of operating statements where available
☐  Platform revenue statements for short-term rentals
☐  Evidence of security deposits held
☐  Any property-management agreement in place

Which rent source governs, whether short-term rental income is accepted, and whether a haircut
applies are all lender-specific. Confirm before you go under contract.
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4. What counts as housing debt
The denominator of the ratio is the property's monthly housing obligation, not the mortgage
payment alone. Investors who compare only principal and interest to rent consistently
overestimate their DSCR.

Principal and interest is the base. Interest-only structures, where offered, produce a lower
payment and therefore a higher ratio — one reason interest-only options appear frequently in
DSCR lending.

Property taxes are included, and should be modeled at the post-sale assessment rather than the
seller's current bill. In Florida, losing a seller's homestead exemption or capped assessment can
raise the tax line substantially in the first full year.

Homeowners or landlord insurance is included. HOA or condominium dues are included where
they apply. Flood insurance is included where the property requires it — a material consideration
across the Gulf Coast.

Some programs include other property-level obligations such as special assessments or ground
rent. Ask what is in the denominator.

Housing debt components

Component Included in DSCR denominator Notes

Principal and interest Yes Interest-only structures lower the payment
and raise the ratio

Property taxes Yes Model the post-sale assessment, not the
seller's bill

Homeowners or
landlord insurance

Yes Get an actual quote for the address

HOA or condo dues Yes, where applicable Include special assessments where
required

Flood insurance Yes, where applicable Material in coastal and flood-zone
properties

Windstorm coverage Where separately policied Common in Gulf Coast markets

5. The expenses DSCR does not include
This section exists because it is the single most common way investors get hurt. The lender's
ratio is not your income statement.
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None of the following appear in a DSCR calculation, and all of them appear in your bank account:
vacancy and collection loss, routine maintenance, repairs, property management, leasing fees
and turnover costs, utilities you pay, cleaning, platform and booking fees, capital expenditures
such as roofs and HVAC systems, licensing and registration, landscaping, and pest control.

Run two numbers on every deal. The lender's DSCR tells you whether the loan qualifies. Your own
cash-flow model — gross rent less vacancy, less all operating expenses, less debt service — tells
you whether the investment is worth making.

A property qualifying at a healthy DSCR can still produce negative cash flow once management,
vacancy, and reserves are honestly budgeted. That is not a defect in the loan; it is a defect in an
analysis that stopped at the ratio.

Operating expenses to budget separately

☐  Vacancy and collection loss
☐  Routine maintenance
☐  Repairs and service calls
☐  Property management fees
☐  Leasing fees and turnover costs
☐  Utilities you pay
☐  Cleaning, for short-term rentals between stays
☐  Platform and booking fees
☐  Capital expenditure reserve for roof, HVAC, and major systems
☐  Licensing, registration, and tourist-tax compliance
☐  Landscaping and pest control
☐  Accounting and legal costs

6. Qualification factors beyond the ratio
DSCR removes personal income from the analysis. It does not remove underwriting.

Credit still drives pricing and leverage. Loan-to-value interacts with the ratio: lower leverage often
relaxes the DSCR requirement, and higher leverage tightens it. Property type matters —
single-family, two-to-four unit, condominium, and short-term rental are treated differently, and
condominium project eligibility is a frequent obstacle.

Occupancy must be investment; DSCR programs are business-purpose loans and are not for a
property you will live in. Loan purpose — purchase, rate-and-term refinance, or cash-out — affects
leverage and seasoning requirements.

Reserves are required and are commonly expressed in months of PITIA. They are often the
binding constraint on an otherwise strong file.
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The appraisal carries more weight than usual, because it establishes both value and, through the
rent schedule, part of the income side of the ratio.

Loan amount minimums and maximums apply, entity vesting is usually permitted, borrower
experience can affect terms, prepayment penalties are common, and some programs impose
geographic restrictions including rural property limits.

What underwriting reviews on a DSCR file

☐  Credit profile and any recent derogatory events
☐  Loan-to-value at the requested loan amount
☐  The calculated DSCR at that leverage
☐  Property type and condition
☐  Investment occupancy and business purpose
☐  Loan purpose and seasoning where refinancing
☐  Documented reserves in months of PITIA
☐  Appraisal value and rent schedule
☐  Entity documents where title is vested in an LLC
☐  Investor experience, where the program considers it
☐  Prepayment structure selected
☐  Property location against program geographic restrictions

7. Long-term versus short-term rentals
Both can be financed with DSCR, but the underwriting posture differs enough that they should be
treated as separate exercises.

Long-term versus short-term rental DSCR financing

Long-term rental Short-term rental

Primary income
document

Executed lease Platform statements or third-party data,
where accepted

Income stability Higher and more predictable Seasonal and variable

Lender acceptance Broad Varies significantly by program

Typical haircut to
income

Little or none beyond lease-vs-market Often applied

Operating expense
load

Lower Substantially higher

Insurance Landlord or dwelling-fire policy Short-term rental policy required
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Long-term rental Short-term rental

Regulatory risk Lower Ordinance, HOA, and licensing risk is
significant

Management cost Typically a modest percentage of rent Typically much higher, plus cleaning

Verify municipal ordinances, HOA or condominium restrictions, and licensing requirements in writing
before your inspection period ends. Regulatory changes after closing are a real risk to short-term rental
underwriting assumptions.

8. LLC ownership
Most DSCR programs permit title in an eligible entity — commonly a single-purpose LLC,
sometimes a corporation or partnership depending on the program.

A personal guarantee is generally required. Entity vesting affects title and liability structure; it
usually does not remove the individual's obligation on the debt.

Documentation typically includes the articles of organization, the operating agreement, a
certificate of good standing, the EIN, and evidence of who is authorized to sign.

Insurance must name the entity that holds title, with the lender listed as required. A mismatch
between title and the insurance named insured is a claim problem, not a paperwork detail.

Whether entity ownership is appropriate for you is a legal and tax decision. Discuss it with your
attorney and CPA rather than deciding it during a loan application.

9. DSCR compared with other options
DSCR is one tool. It is the right one when the property performs and your personal documentation
is the obstacle.
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DSCR compared with other investor financing

Option What qualifies
the loan

Entity vesting Relative pricing Best fit

Conventional Personal income
and DTI

Generally not
permitted

Lowest Documented
income, few
financed properties

DSCR Property rent vs
housing debt

Commonly
permitted

Moderate Performing rentals,
complex personal
returns

Bank statement Deposit-based
income

Program-specific Moderate Self-employed
investors

Asset qualifier Verified eligible
assets

Program-specific Moderate Asset-rich,
income-light
borrowers

No ratio Credit, equity,
collateral

Commonly
permitted

Higher Income cannot be
documented
efficiently

Private money Collateral and exit
strategy

Commonly
permitted

Highest Distressed
property, speed,
renovation

10. DSCR worksheet
Print this section, or use the DSCR calculator to run it interactively. Fill in the monthly figures for a
specific property.

Step one gives you the lender's ratio. Step two gives you the number that actually matters to
your bank account.

Step 1 — Underwriting DSCR

☐  Qualifying monthly rent: ______________
☐  Principal and interest: ______________
☐  Property taxes (monthly): ______________
☐  Insurance (monthly): ______________
☐  HOA dues (monthly): ______________
☐  Flood insurance (monthly): ______________
☐  Total housing debt (add the five lines above): ______________
☐  DSCR = qualifying rent ÷ total housing debt: ______________

Step 2 — Estimated net cash flow
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☐  Vacancy allowance: ______________
☐  Maintenance and repairs: ______________
☐  Property management: ______________
☐  Leasing and turnover reserve: ______________
☐  Utilities you pay: ______________
☐  Cleaning and platform fees (short-term rentals): ______________
☐  Capital expenditure reserve: ______________
☐  Licensing, landscaping, pest control: ______________
☐  Total operating expenses: ______________
☐  Estimated monthly net cash flow = rent − operating expenses − housing debt: ______________

The worksheet is a planning tool using your own estimates. It is not an underwriting decision, a quote,
or a projection of performance.

11. DSCR document checklist
What DSCR lenders commonly request. Having these ready shortens the timeline considerably.

Borrower and entity

☐  Government-issued identification
☐  Entity articles of organization or incorporation
☐  Operating agreement or bylaws
☐  Certificate of good standing and EIN documentation
☐  Two or more months of bank statements for down payment and reserves
☐  Documentation of reserves in months of PITIA
☐  Schedule of real estate owned
☐  Experience schedule, where the program considers it

Property

☐  Executed purchase agreement
☐  Executed lease or leases, where the property is occupied
☐  Rent roll and operating history for multi-unit properties
☐  Short-term rental revenue statements, where applicable
☐  Insurance quote or declaration page, including flood and windstorm
☐  HOA or condominium documents and questionnaire
☐  Current mortgage statement, if refinancing
☐  Property tax bill
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☐  Appraisal with rent schedule, ordered by the lender

12. Questions to ask a DSCR lender
Ask all of these before you lock. The answers vary far more between lenders than the headline
rate does.

Before you commit

☐  How is qualifying rent calculated — lease, appraisal market rent, or the lower of the two?
☐  What minimum DSCR is required at my intended leverage?
☐  Is short-term rental income accepted, and how is it documented?
☐  Can projected rent be used on a vacant property?
☐  Are vacant properties eligible, and does leverage change?
☐  Is a prepayment penalty included, how is it calculated, and when does it expire?
☐  Can title be held in an LLC, and is a personal guarantee required?
☐  How many months of reserves are required, and can gift or business funds count?
☐  Which property types are eligible, and is this condominium project acceptable?
☐  How is cash-out calculated, and what seasoning applies?
☐  What are the total fees, including points, underwriting, and third-party costs?
☐  What is the rate lock period, and what does an extension cost?
☐  Are points included in the quoted rate, and what is the rate without them?
☐  Are there geographic or rural property restrictions?

13. DSCR risk checklist
The ratio measures one thing. These are the risks it does not measure.

Stress-test before you buy

☐  Vacancy running higher than your assumption
☐  Seasonality concentrating revenue into a few months
☐  Deferred maintenance surfacing after closing
☐  Insurance premiums increasing at renewal
☐  Property taxes rising after reassessment at the new purchase price
☐  Management costs exceeding the budgeted percentage
☐  HOA dues increasing or a special assessment being levied
☐  Short-term rental restrictions being adopted after you buy
☐  A prepayment penalty limiting your ability to refinance or sell
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☐  An exit strategy that depends on values or rents that do not materialize
☐  Rate sensitivity on an adjustable or short-term structure
☐  Rent overestimated relative to actual achievable market rent
☐  Reserves too thin to absorb a single major capital event

14. Important disclosure
DSCR methodology, minimum ratios, rent documentation standards, leverage, reserve
expectations, prepayment structures, and property eligibility vary by lender and investor and
change over time. This guide is educational and is not a loan approval, a commitment to lend, a
Loan Estimate, an investment recommendation, or legal or tax advice. Figures shown in
worksheets are placeholders for your own inputs.
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Frequently asked questions
What is a DSCR loan?
An investor mortgage qualified on the property's rental income relative to its housing debt rather than
on the borrower's personal income and debt-to-income ratio.

How is DSCR calculated?
Qualifying rental income divided by the applicable monthly housing debt — principal, interest, taxes,
insurance, HOA dues, and flood insurance where applicable.

What DSCR do I need to qualify?
There is no single universal minimum. Requirements vary by lender, investor, leverage, and property
type, and some programs allow ratios below 1.00 at reduced leverage.

Does a DSCR of 1.00 mean the property breaks even?
No. It means qualifying rent equals housing debt on the lender's calculation. Vacancy, maintenance,
management, and capital expenditures are excluded, so real cash flow at 1.00 is typically negative.

Is my personal income reviewed?
Generally not for qualifying. Credit, assets, reserves, and the property are reviewed, and identity and
entity documentation are still required.

Which rent figure is used?
Commonly the executed lease, the appraisal market rent schedule, or the lower of the two.
Methodology is lender-specific.

Can I use short-term rental income?
Some programs accept documented platform revenue or third-party data, often with a haircut. Others
use long-term market rent regardless of how the property operates.

Can a vacant property be financed?
Usually yes, using market rent from the appraisal rent schedule, though leverage may be reduced.

Can projected rent be used?
On vacant properties, appraisal market rent is the standard. Acceptance of other projections varies
significantly by lender.

Is flood insurance included in the ratio?
Yes, where the property requires it. In Gulf Coast markets it can materially change the calculated
DSCR.

Are property taxes based on the seller's bill?
They should be modeled on the expected post-sale assessment. Using the seller's capped or
homestead-exempt bill will overstate your DSCR.

Can I hold title in an LLC?
Most DSCR programs permit eligible entity vesting. A personal guarantee is generally still required.
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What reserves are required?
Reserves are commonly expressed in months of PITIA and vary by program, leverage, and property
count. They are frequently the constraint that determines the maximum loan.

Do DSCR loans have prepayment penalties?
Frequently, often on a declining schedule over the first several years. Ask how it is calculated,
whether a shorter structure is available, and what it costs in rate.

Can I do a cash-out refinance with a DSCR loan?
Yes, subject to leverage limits, seasoning requirements, and the calculated ratio at the new loan
amount.

How is the property valued?
By an appraisal ordered through the lender, which typically also provides the market rent schedule
used in the ratio.

Is a DSCR loan available for a primary residence?
No. DSCR loans are business-purpose investment loans and are not for owner-occupied property.

Are condominiums eligible?
Often, subject to project review including owner-occupancy ratios, litigation, insurance, and reserves.
Confirm project eligibility early.

Are two-to-four unit properties eligible?
Yes, under most programs, using a rent roll or leases for the income side of the ratio.

Does credit score matter?
Yes. Credit drives pricing and available leverage even though personal income is not used to qualify.

Do I need investing experience?
Many programs accept first-time investors. Some adjust leverage or pricing for experience,
particularly on short-term rentals and larger loan amounts.

How fast can a DSCR loan close?
Timelines depend on the appraisal, entity documentation, insurance, and condominium review where
applicable. There is no universal figure.

Can I finance multiple properties?
Yes. DSCR programs generally do not apply the conventional financed-property limit, which is a
common reason investors move to them.

What is the difference between DSCR and a no-ratio loan?
DSCR qualifies on the property's rent-to-debt ratio. A no-ratio loan uses no income ratio at all and
relies on credit, equity, reserves, and collateral.

Where can I read the full DSCR analysis?
The complete long-form treatment — underwriting mechanics, pricing, structure, and market context
— is in the DSCR Loans for Real Estate Investors article in the Mortgage Intelligence Center.
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Keep going
→ Read this guide online
→ DSCR Calculator
→ Investment Property Calculator
→ Mortgage Payment Calculator
→ Cash-Out Refinance Calculator
→ DSCR Loan
→ No Ratio Loan
→ Private Money Loan
→ Bank Statement Loan
→ Investment Property Loan
→ Local market: Destin investment market
→ Local market: Panama City Beach investment market
→ Local market: Miramar Beach investment market
→ Local market: Santa Rosa Beach investment market
→ Local market: Walton County
→ Mortgage Readiness Assessment
→ Speak with an advisor

Sources
· Vabasso Mortgage — DSCR Loans for Real Estate Investors (full analysis)
· Consumer Financial Protection Bureau — Mortgage basics

Disclosures
Version 2026-07-27. Last reviewed 2026-07-27. Written by Vabasso Mortgage Editorial Team; reviewed by Vabasso
Mortgage Licensed Advisory Team.

This guide is educational information only. It is not a loan commitment, an offer to lend, financial advice, legal advice,
or tax advice. Program availability, guidelines, and requirements vary by lender, investor, property, and borrower
profile, and change over time. Verify current requirements with a licensed mortgage professional before making
decisions. Vabasso Mortgage is not affiliated with, endorsed by, or acting on behalf of the U.S. Department of Veterans
Affairs, the Department of Defense, any military installation, or any other government agency.

Vabasso Mortgage · NMLS #2864025 · (727) 835-9104 · hello@vabasso.com

Equal Housing Lender.
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