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7. Projected Debt Coverage Ratios 
 
All four coverage ratios are risky. The typical debt service coverage is 1.30 for commercial 
real estate. This means that anything below 1.30 is risky. If a project has a debt coverage ratio 
below 1.0 this means that it won't generate enough revenue to cover its obligations.  
 
In the first year, all four coverage ratios clear this DCR threshold of 1.3 and have ratios of 1.37. 
However, after year one and until year 30, they each go below this 1.3 threshold and they 
become risky. Also, the fact that the municipal bonds are non-rated and non-guaranteed poses 
additional risk1. Since the bondholders assume greater risk, there should be greater debt 
coverage ratios. As a result, the debt coverage ratios should be ideally above what they 
currently are.  
 
Although all the ratios go below 1.3 after year one, none of the ratios go below the debt 
coverage ratio of 1.0 at anytime. The project has enough cash to meet its debt service and 
annual obligations but with little room to spare. The project's income can only decrease by a 
little bit before the project becomes insolvent and goes below the 1.0 ratio. Since all the 
project's ratios go below the 1.3 DCR threshold after year one, all the project ratios are too 
risky.  
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1�http://www.piperjaffray.com/pdf/02-1624_nonratedmunicipalbonds.pdf�
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