Breaking Down Debt Yield & DSCR:
Insights for Today’s Lending
Landscape

By Chase Pulliam, Founder of Legacy 25 Capital

Let’s talk about debt yield and DSCR (that’s the debt service coverage ratio, for those
new to the game). These two are the secret sauce in the lending world—essential tools
used by banks and investors to determine if giving you a loan is a smart move. Whether
you’re a seasoned developer or just dipping your toes into commercial real estate,
understanding these metrics can seriously up your game. Ready? Let’s dive in.

Why Debt Yield and DSCR Matter

So what exactly are debt yield and DSCR? Think of debt yield as a quick, no-nonsense
way for lenders to measure risk. It's calculated as your net operating income (NOI)
divided by your loan amount—basically, it tells the lender how much bang for their buck
they’re getting. Higher debt yields mean lower risk for the lender, which could mean
better loan terms for you.

On the other hand, DSCR is all about making sure you can cover your debt payments.
It's your NOI divided by your annual debt payment. Lenders typically have minimum
DSCR requirements that vary by property type, and meeting (or beating) those
expectations can unlock more attractive financing options.

Debt Yield vs. DSCR: What’s the Difference?

Both metrics are crucial, but they focus on slightly different angles. Debt yield is lender-
focused, giving them a snapshot of risk. DSCR is borrower-focused, proving your ability
to repay. In today’s market, lenders often prioritize debt yield when pricing loans—so
don’t ignore it.

What Lenders Are Looking For

Here'’s the deal: lenders set minimum thresholds. For DSCR, these minimums could
range from 1.15x-1.25x for multifamily properties to higher for riskier assets. Debt yield
expectations vary, but anything over 10% will catch their eye. The trick? Structure your
financing and NOI in a way that meets or exceeds these benchmarks.
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The location of the property plays a significant role in these targets. For instance,
properties in prime urban areas with high demand and stable rental markets often have
lower risk profiles, allowing lenders to consider more favorable benchmarks than those
noted above. Conversely, properties in less desirable or rural locations may face higher
thresholds due to perceived market volatility and lower demand. Asset classification
further impacts these metrics. Core assets like Class A retail centers or luxury
multifamily units typically attract lower DSCR and debt yield requirements given their
stability and predictability. On the other hand, value-add or opportunistic assets—such
as older properties requiring significant renovation—often carry higher benchmarks to
offset the associated risks. Balancing these factors strategically can help optimize your
financing terms and appeal to lenders.

Boosting Your NOI: A Game Plan

If you’re looking to optimize your NOI (and you should be), here are some quick tips:

e Value-Add Strategies: Upgrade units by modernizing interiors with new
appliances, flooring, and fixtures to attract higher-paying tenants. Enhance
amenities by adding features like fitness centers, coworking spaces, or outdoor
lounges. Improve energy efficiency with LED lighting, better insulation, or solar
panels to reduce utility expenses and boost appeal.

e Revenue Diversification: Introduce new income streams such as charging for
reserved parking spaces, adding vending machines, offering pet-friendly services
like dog washing stations, or leasing space for pop-up shops or local events.

e Operational Efficiency: Streamline property management by adopting software
for tenant communications, rent collection, and maintenance requests. Reduce
unnecessary costs by renegotiating vendor contracts or adopting preventative
maintenance schedules to avoid costly repairs.

These moves not only improve your property’s value but also enhance its appeal to
lenders by demonstrating proactive management and higher revenue potential. By
upgrading interiors and amenities, you can attract premium tenants who are willing to
pay higher rents, thereby boosting income. Operational efficiencies, such as adopting
advanced property management software, streamline processes and reduce overhead
costs, showcasing a well-run operation. The cumulative effect of these strategies can



significantly increase your Debt Yield and DSCR, ensuring better financing options and
stronger trust from lenders.

Case Studies: Real-World Wins

Let’s delve deeper into some real-life examples. One notable case involved a
multifamily property operator who strategically enhanced their debt yield and secured
favorable financing terms. By introducing smart technology such as thermostats,
keyless entry systems, and energy-efficient appliances, the operator created a
compelling value proposition for tenants, leading to higher rent premiums. Additionally,
operational costs were reduced through automation in property management
processes, including maintenance scheduling and tenant communication. These
upgrades not only boosted the property’s NOI but also demonstrated a lower risk profile
to lenders. Consequently, the lender offered more attractive terms, such as lower
interest rates and extended repayment periods, showcasing how targeted
improvements can lead to transformative financial outcomes.

Actionable Takeaways

Before we wrap, here’s what you should walk away with:

e Focus on Debt Yield: Lenders prioritize this metric as a key measure of risk and
returns. By presenting strong Debt Yield figures, you not only prove the
property’s ability to generate revenue but also provide lenders with the assurance
they need to offer favorable terms.

e Exceed DSCR Expectations: A Debt Service Coverage Ratio (DSCR) that
comfortably surpasses lenders’ minimum requirements demonstrates a robust
financial position. It shows that you can meet debt obligations with ease, which
builds trust with lenders and opens the door to better financing opportunities.

e Maximize NOI: Enhancing your Net Operating Income through strategic
improvements such as energy-efficient upgrades, value-add amenities, and
operational efficiencies ensure every dollar works towards securing premium
lending terms. Higher NOI directly contributes to stronger debt metrics, creating a
win-win for both owners and lenders.

Commercial real estate financing isn’t rocket science, but it does demand strategy, and
a clear understanding of what lenders want. By mastering debt yield and DSCR, you'’ll
not only level up your underwriting but also build trust and credibility with lenders. At
Legacy 25 Capital, we’re here to help you navigate these waters—Ilet’'s make those
deals happen.
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