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Risk: A Tale of Two Perspectives

When public equities and fixed income (stock and bond) investors analyze risk, they're typically focusing on
explicit statistical metrics — standard deviation, Sharpe ratios, value-at-risk, etc. In contrast, many individual
real estate investors and sub-institutional sponsors think of "risk" in more qualitative terms. Ask a multifamily
property investor about risk and you’ll likely hear a list of “what-if” scenarios: What if interest rates rise and
increase our debt costs? What if occupancy falls and rents drop? What if renovation delays push out our
timeline? These are valid concerns, but they're usually addressed via informal judgment or a few stress-test
scenarios rather than rigorous statistical analysis. In short, public market investors quantify risk, while private
real estate investors often narrate it.

This contrast in risk perception stems largely from fundamental market structure differences between
publicly traded securities and privately traded real estate assets. Public markets generate abundant data -
daily price fluctuations and decades of historical returns —which enable investors to calculate a variety of
precise risk metrics. Real estate markets, on the other hand, exhibit less frequent and less standardized
transacting; property values are assessed infrequently (perhaps only via quarterly appraisals or eventual sale
prices). Lacking a ticker tape of constantly updated pricing, real estate investors are not privy to the same
toolkit for quantifying risk. Instead, they tend to rely on experience, expert judgment, and scenario planning to
anticipate what could go wrong'. As a result, many real estate operators define risk in more narrative terms
(e.g. “vacancy risk” or “interest rate risk”) rather than in probability distributions or standard deviations.

Yet, as the real estate industry evolves and more data becomes available, there’s a growing case for bridging
this gap. So how do real estate investors embrace and implement a more quantitative approach to risk?
Again, market structure inherently limits the portability of methods common in public markets analysis,
however, there are still avenues to introduce a more quantitative philosophy of risk to investing in commercial
real estate assets.

Qualitative Risk in Real Estate Investing

Many private real estate investors (from individual rental owners to boutique commercial real estate
sponsors) approach risk qualitatively. They focus on identifying potential issues and crafting contingency
plans, often through scenario analysis. For example, an investor underwriting an apartment building might
create a base case, then tweak a few inputs to model an optimistic scenario (strong rent growth) and a
pessimistic scenario (higher vacancy or expenses). This process is essentially a form of qualitative risk
assessment — it relies on expert judgment to decide which “what-ifs” to examine'.

Key characteristics of the qualitative approach include:
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eScenario Planning: Real estate underwriting typically involves sensitivity analyses on a handful of
variables. An investor might ask, “What happens if rents are 10% lower than expected, or if our
renovation goes 20% over budget?” These discrete scenarios yield a range of outcomes, but they
often lack assigned probabilities. The analysis is usually deterministic (each scenario is considered
individually) rather than probabilistic. As a result, investors see possible outcomes but not how likely
each outcome is. Even sophisticated sponsors can fall into the trap of using just a few static cases; if
those cases don’t capture an extreme event, the investor may be blindsided. For instance, simply
modeling a “worst case” with a 10% rent drop wouldn’t have predicted the far steeper rent declines
or occupancy shocks seen in rare events like the 2020 pandemic.

eHeuristics and Judgment Calls: In qualitative risk assessment, experience and gut feel play a large
role. A sponsor might qualitatively judge a deal as “low risk because it's in a prime location” or “high
risk because it's a heavy value-add rehab.” Real estate practitioners often categorize deals by broad
risk buckets — Core, Value-Add, Opportunistic — which indicate increasing levels of risk and return
potential™. These labels are useful, but they're inherently subjective to some degree. The criteria
might include occupancy levels, lease terms, amount of redevelopment needed, etc., but typically
there’s no numeric risk score attached. An opportunistic ground-up development is understood to be
riskier than a core stabilized asset yet quantifying how much riskier (in terms of potential return
volatility or loss probability) is rarely done in precise terms.

*Focus on Asset-Specific Risks: Qualitative analysis tends to drill down into deal-specific factors —
property condition, tenant quality, market trends, etc. For example, risk discussions might revolve
around lease rollover risk (if a major tenant’s lease is expiring soon), construction risk, or financing
risk (can we refinance if interest rates rise?). These are often evaluated through stress tests: “If
interest rates go 2% higher, our cash flow drops by X.” While such stress tests are valuable, they
usually test one change at a time and do not produce an overall risk metric. There’s no equivalent of
saying “This project has a 20% annual volatility in returns” because private real estate lacks an
obvious way to calculate that with sparse pricing data.

eLack of Aggregated Risk Measures: Ask most individual real estate investors or sponsors what the
standard deviation of their property portfolio returns is, or what the Sharpe ratio of a development
project is, and you’ll likely get a blank stare. These concepts, common in stock investing, are not part
of the typical real estate investor’s lexicon. Instead, deal or fund success is often measured in
absolute terms such as internal rate of return (IRR) or cash-on-cash yield, without explicitly adjusting
for risk. As Investopedia notes, “risk assessment is more qualitative and strategic, often involving
scenario analysis and expert judgment,” whereas risk measurement in public equities investing uses
concrete metrics". In real estate, the “measurement” side (putting numbers to risk) is often missing
outside of institutional circles.

It’s important to note that qualitative risk analysis isn’t a flaw in and of itself — real estate deals require local
knowledge and scenario evaluation that pure statistics might miss. However, leaning solely on qualitative
methods has its risks (pun intended). One issue is the Flaw of Averages —assuming an average scenario will
occur can be misleading in a non-linear world. For instance, a development pro forma might assume “on
average” a 3% annual rent growth, but actual outcomes could vary widely. As one analysis suggests, two
scenarios (2% growth vs 4% growth) could both average to 3%, yet the outcome if 4% growth happens tends
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to boost value more than the equivalent shortfall harms it'". In other words, simply relying on averages in

assumption setting can misprice risk. Without a probabilistic model, a real estate investor might not realize
how skewed or dispersed the range of outcomes truly is.

Finally, limited market data reinforces the qualitative mindset. Because individual properties don’t trade daily,
investors don’t see “risk” unfolding in real-time price swings as clearly as stock investors can. Private real
estate returns are typically reported on a quarterly or annual basis, often smoothed by intermittent appraisal
estimates. Thus many real estate investors perceive less day-to-day volatility — risk can feel abstract until a
property is actually sold or reappraised in a down market. In fact, studies have found that private real estate’s
volatility appears deceptively low due to infrequent pricing. One analysis noted that “due to appraisal lags
and lower frequency of valuation, the sigma (standard deviation) is generally underestimated or smoothed,”
making private real estate returns appear “less volatile” than stocks that reprice continuously". This
smoothing can breed a false sense of security if investors become complacent. It’s not that real estate is
inherently non-volatile; it’s that the volatility is hidden until a market correction reveals it.

Quantitative Risk in Public Markets

In contrast to the more narrative-driven approach among many CRE investors, public equity and bond
investors quantify risk from multiple angles. In public markets, risk is often synonymous with price volatility —
how much an asset’s price bounces around relative to its trend. Investors have decades of historical price
data and well-established statistical tools to analyze these movements. While an extensive review of the
multitudinous methods of quantifying and conceptualizing risk in the arena of publicly traded stocks and
bonds could, and has, fill entire bookshelves, below are a few stalwarts:

eStatistical Measures of Volatility: The most basic risk indicator is an asset’s standard deviation of
returns, which measures how much an investment’s returns fluctuate around the average. A higher
standard deviation means more variability (hence more “risk” in the sense price movement is more
uncertain). Public market investors routinely look at metrics like Sharpe Ratio, which compares
return to volatility. The Sharpe Ratio takes an investment’s return above the risk-free rate and divides
by the standard deviation of the asset’s returns'ii. A higher Sharpe means you’re getting more return
per unit of risk. For example, if Fund A and Fund B both earned 8% last year but Fund A’s returns
barely moved month to month while Fund B’s swung wildly, Fund A would have a superior Sharpe
Ratio (better risk-adjusted performance). Stock investors also reference beta (sensitivity to broader
market movements)* and other metrics to gauge and contextualize risk. The key is that risk is
represented numerically and derived from data rather than intuition or speculation. This allows
apples-to-apples comparisons across investments. (If one stock has twice the volatility of another,
an investor knows it’s quantitatively riskier, even if both are simply labeled “blue-chip” qualitatively.)

eProbabilistic Risk Metrics: Beyond volatility, public market risk management often utilizes
concepts like Value at Risk (VaR). VaR is a statistical estimate of how much one could lose with a
given probability over a set period of time*. For instance, a portfolio manager might say, “We have a
95% confidence interval that our daily loss won’t exceed 2% of the portfolio’s value” — that’s VaR in
action. While VaR has its limitations, it forces a probabilistic view of risk: thinking in terms of
likelihoods of extreme losses, not just possible scenarios. There’s also CVaR (Conditional VaR) for
expected loss in low probability tail risk or black swan events®. These concepts are commonplace in
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traditional finance and investment management and hold real influence on risk perception. Itis
much less common to hear real estate investors speak in such terms (“there’s a 5% conditionally
adjusted probability our $10M development could lose $1M+”). However, banks and non-bank
institutional lenders absolutely do consider probabilities of default and loss severity when dealing
with real estate loans - they just may not always communicate this to their borrowers. The takeaway

here is that in public markets, risk is quantified as a distribution of outcomes, not just a list of bad
things that might happen.

*Portfolio Perspective and Correlations: A key pillar to public markets portfolio management is the
analysis of how different assets or positions’ risks interact. For example, Modern Portfolio Theory
(MPT) has taught for decades that an asset’s risk should be considered in the context of its
correlation with other assets. Investors and portfolio managers regularly run calculations on how
adding or sizing an asset class affects overall portfolio volatility. Investment in real estate has been a
major beneficiary of this approach — real estate as an asset class is often included in portfolios due
to its low correlation to stocks and bonds, which can serve to dampen overall volatility. In an
optimization exercise, one might plug in the expected return, volatility, and correlation of real estate
and find the “efficient” mix with stocks and bonds. Analyses have demonstrated that “private real
estate has a very attractive return per unit of risk”, although the caveat is the inherently smoothed
volatility previously mentioned. Still, the concept of analyzing correlation and determining possible
diversification benefits is something real estate investors should consider at the portfolio level. For
instance, if you own multiple properties, are they all exposed to the same economic drivers in the
same way? If so, your portfolio risk is higher than if their risk or return drivers are diversified (e.g. an
apartment in one city might not perfectly correlate with an office building in another). Public market
fund managers and investors are able to quantify this fairly easily. Many individual real estate
investors, however, are susceptible to considering each deal without properly quantifying how the
individual assets in a fund or portfolio may impact their aggregate amount of risk.

*Frequent Performance Feedback: In public markets, risk is dynamic —you can see it play out as
prices move. If a stock’s quarterly earnings disappoint, its price might drop 10% in a day, immediately
providing investors with updated risk signaling. In real estate, if a property’s monthly leasing report
shows deteriorating occupancy, you likely won’t see the true value impact until an appraisal or sale
much later. This difference in frequency of pricing enables stock investors to live in a world of
constant risk feedback (and sometimes overreaction), whereas real estate investors must operate in
a slower feedback loop. One practical application given this dynamic is that stock investors routinely
update their risk models; whereas real estate investors might update their deal proforma a few times
before closing a deal, then move on to the next deal and leave it unchanged for months or years. The
culture of risk management in public markets is continuous and data-driven — daily VaR reports,
volatility forecasts, etc. Real estate risk management tends to be more event-driven (e.g. re-evaluate
risk when refinancing or when market comps suggest a value change). Neither approach is “wrong,”
but the public market approach offers a wealth of quantitative techniques that could complement
how real estate investors conceptualize risk in its true sense.

In summary, public market investors treat risk as a measurable, comparable, and constantly monitored
aspect of investing. They have explicit targets for risk-adjusted returns and use statistical metrics and ratios
to define risk (e.g. “we target a Sharpe Ratio above 1.0” or “keep beta below 0.8”). Real estate investors,
especially at the individual or syndicator level, often lack such quantifiable targets — however, adopting a risk
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quantification mindset could help them better understand their exposure. Imagine choosing between two
property deals if you had insight into their likely return volatility or probability of loss. It might alter which

investment appears the better opportunity, just as a stock investor might opt for a slightly lower-return
investment if it comes with significantly lower volatility.

Bridging the Gap: Toward a Quantitative Mindset in Real Estate

Bringing more quantitative rigor to real estate investing doesn’t mean discarding the tools and methods real
estate investors have relied up for decades. It means enhancing traditional analysis with additional lenses.
Here are a few ways real estate investors can start thinking more like their stock-investing counterparts,
without losing the forest for the trees:

*Embrace Risk-Adjusted Return Metrics: Rather than evaluating opportunities solely on projected
IRR or cashyield, consider how predictable those returns may be. Two projects might both forecast a
15% IRR, but if one is a ground-up development in a tertiary market and the other a stabilized asset
with long-term leases in place, their respective risk profiles are worlds apart. Quantifying this
difference can be approximated by estimating an informal Sharpe Ratio. For example, you might say:
Project A targets 15% return but we estimate a high variance in outcomes (perhaps a 10-15%
standard deviation of returns), whereas Project B targets 12% with only ~5% volatility. The Sharpe
(excess return divided by volatility) could easily favor the 12% deal once risk is accounted for. In
public markets, Sharpe Ratios and similar metrics are standard fare when comparing investments,
and real estate investors can benefit greatly by risk adjusting prospective returns*™V, Even a rough
estimate of volatility (using historical data from similar properties or REIT indices as a proxy), it’s
better than failing to appropriately consider risk at all. This mindset forces the savvy investor to ask,
“Am | being compensated enough for the risk I’'m taking?” — a question at the core of any prudent
investment strategy.

eLeverage Data and Technology: The availability of real estate data has been improving. There are
now indices, databases, and analytical tools that didn’t exist a decade ago for private real estate. As
one industry expert notes, “improved data availability is making it possible —and necessary —to apply
quantitative techniques in real estate decision-making”*. Investors can access benchmarks like
NCREIF property index returns, REIT market data (as a high-frequency stand-in for property sectors),
and even proptech platforms providing real-time insights (e.g. occupancy rates from keycard swipes
or foot traffic data for retail). By tapping into these resources, real estate investors can begin to
quantify trends and volatility. For instance, if data indicates that Class B multifamily assets in your
region historically have a standard deviation of annual NOI growth of, say, 5%, you can incorporate
that uncertainty into your modeling (rather than assuming, say, a fixed 3% growth every year). The
tools traditionally relied upon in the finance and investment management world — from Excel-based
Monte Carlo simulations to specialized risk software — are increasingly accessible and
approachable. In fact, running a basic Monte Carlo simulation in Excel to model, for example, varying
rent growth, vacancy, and cap rate outcomes does NOT necessitate an advanced degree or steep
learning curve. Doing so can reveal the distribution of possible IRRs or NPVs for a project, not just a
singular outcome™. Such an analysis might illuminate that while the base case IRR is 15%, there is,
for example, a 20% chance the IRR could be below 10% (if multiple things go wrong). This type of
insight can be invaluable in separating the wheat from the chaff when evaluating where to put your
money.
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*Quantify Downside and Tail Risks: Real estate investors generally have a decent handle on base-
case and maybe mild downturn scenarios (like a 10% drop in NOI, but extreme tail risks are often
discounted. The landscape of financial markets history is littered with the bones of exceptionally
smart investors who likewise failed to account for such “black swan” events. Consider leveraging
concepts like Value at Risk (VaR) or simply asking “What’s the worst-case loss | could reasonably
expectin a 1-in-20 year bad scenario?”. For example, if investing in a commercial office building, one
might consider a scenario where recession causes 30% vacancy and cap rates to rise dramatically -
what would your equity loss be? Tools like VaR conceptualize this by saying “With 95% confidence,
we won’t lose more than X, but there’s that 5% chance of losing our shirts”. This may sound complex,
but history can be a guide (e.g. look at how rents declined and values dropped in your market’s past
downturns). The Monte Carlo simulation approach again is helpful: by generating many random
scenarios (drawn from distributions of market variables), you can abstract the worst of the low
percentile outcomes. Borrowing an insightful point from a Cornell real estate analytics piece: using a
fully dynamic simulation that accounts for multiple uncertainties yields a much wider range of
outcomes than a static model, and “this information is partially lost in a static scenario analysis
because no standard deviation can be calculated, and it’s unclear what the likelihood of any given
outcome is”™. In other words, don’t just identify tail risk scenarios — attempt to quantify how bad and
how likely these scenarios are. For those sponsors or syndicators managing LP money, this not only
bolsters risk management practices but also greatly enhances investor relations: you are now armed
with insight to credibly discuss what could happen in a downturn and how you’re mitigating it.

eMonitor and Iterate: Prudent risk management does not stop being important after capital is
deployed or an investment funded. Public market investors track portfolio risk metrics in real-time;
real estate investors can do something analogous periodically as well. For instance, recalculating
your property’s debt coverage ratio, loan-to-value, and yield on cost each year and comparing against
internal and external benchmarks should be a regular exercise. Tracking variance in actual versus pro
forma cash flow is also a best practice. If the variance regularly misses targets, this could signal risk
in need of attention. Some more sophisticated investors even back-calculate what the implied
volatility of their property or portfolio may be (for example, using options pricing analogs or observing
how much the NAV of a REIT with similar assets fluctuates). That may be overkill, but the general idea
is: treat risk as a living aspect of your investment, not a one-and-done analysis at acquisition. If a
sudden interest rate spike or another pandemic were to occur, having a quantitative risk framework
allows you to quickly gauge the impact (e.g. “our worst-case VaR loss just went from Xto Y — how do
we respond?”).

sEducate and Communicate: Adopting a quantitative philosophy or risk also aids in communicating
with potential investors or lenders. Accredited investors, for example, may be accustomed to hearing
about Sharpe ratios or worst-case scenarios in an investment pitch. By introducing even basic risk
metrics into your offering memorandums or pitch materials, you set yourself apart as a sponsor who
not only targets solid returns but also diligently manages risk. This can increase trust and credibility.
On the flip side, when talking to capital partners (like a private lender or mezzanine debt provider),
being fluent in risk terminology can help you better evaluate and negotiate the financing offers you
receive. If a lender presents an interest rate that seems high, understanding the risk-adjusted return
they are targeting (and the risk of your project from their perspective) can inform your negotiations.
Essentially, thinking quantitatively makes you a more informed steward of capital and a more
persuasive raiser of capital.
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In moving toward a more quantitative approach, it is crucial to remember it’s not about turning real estate into
a pure numbers game. Local market knowledge, relationships, and judgment will always be paramount in real
estate. However, adding quantitative risk analysis is like adding better instruments to your cockpit — it gives
you additional gauges (in addition to your intuition) to know if you’re cruising or approaching turbulence.

Private Real Estate Debt: A Compelling Risk-Adjusted Opportunity

Gaining an understanding of and appreciation for a quantitative approach to risk can be hugely beneficial to
evaluating and managing real estate investment opportunities, but it can also open investors’ eyes to
compelling corners of the market they may have overlooked. Enter private real estate lending. Specifically
funding instruments such as bridge loans, mezzanine debt, and hard money loans — essentially the broad
away of capital solutions structured as debt rather than equity. At Aspera Capital Solutions we focus on these
types of private credit investments, and for good reason: they often offer attractive returns relative to their
level and type of risk, especially when viewed through a quantitative lens.

Why is that? In the capital stack of a real estate project, debt is senior to equity. A lender has first claim on a
property’s cash flows and value, whereas the equity investor gets what’s left after debt service and payoff.
This fundamental difference translates to senior secured debt carrying fundamentally lower risk than equity
in the same deal, albeit with a capped return (cashflow from debt service). For example, consider a bridge
loan at 70% LTV on a property: the lender is effectively secured by the fact that even if the property’s value
declines by up to 30%, the sale of the asset should still cover the loan’s original principal balance. The equity
below in the stack then absorbs any losses. Due inherently to this dynamic, real estate debt is more stable
and insulated from risk driven property value shocks. As one investment firm’s guide puts it, “Compared to
equity investments, debt carries lower risk, as lenders are repaid first in the event of financial distress.
Additionally, the fixed-income structure protects investors from fluctuations in property value.”* In other
words, a debt investor’s ride is smoother and more predictable —they get a fixed interest return, and as long
as the borrower doesn’t default, they aren’t directly affected by a property’s price volatility.

What about returns? Private real estate loans often yield higher interest rates than typical bonds or publicly
traded debt, to compensate for their illiquidity and project-specific risk. It’'s not uncommon for bridge loans or
mezzanine debt on commercial properties to offer yields in the high single digits or low teens (e.g. 8%-12%
annualized). For instance, short-term bridge loans might come with “pre-determined, contracted rates of
return —typically 8%-11% — over a 6-12 month term, with a first lien position in the property for security.””>
That kind of yield significantly outpaces investment grade corporate bonds or Treasuries. On a risk-adjusted
basis, private real estate debt too maintains its attractiveness.

Let’s quantify that: In the earlier sections we mentioned the Sharpe Ratio (return per unit volatility). You might
wonder, can we compute a Sharpe Ratio for private real estate debt? The answer is yes, conceptually -
though it relies on the data available. Lucky for us, Invesco Real Estate examined exactly thisin a
comprehensive report. The report looked at 20 years of historical data and calculated risk-adjusted returns
(Sharpe ratios) for various asset classes: private real estate debt, private real estate equity, REITs, stocks,
bonds, etc. The findings were compelling: private commercial real estate debt had one of the highest Sharpe
Ratios of any asset class over that period. Specifically, private CRE debt achieved a Sharpe around 1.0, higher
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than public REITs (~0.5) and even higher than the U.S. stock market (~0.4)*. In plain terms, a Sharpe of 1.0
implies the asset class delivered returns that were meaningfully above the risk-free rate, in proportion to the
variability of those returns — a very solid performance on a risk-adjusted basis. The study noted that private

real estate debt’s returns were relatively stable and attractive compared to the alternatives™. (For context, a
Sharpe above 1.0 is generally considered excellent in traditional markets.)

How is it possible that a debt investment has such a favorable profile? Several reasons:

eIncome Stability: Real estate loans cash flow on a contractual basis, resulting in a predictable
revenue stream. Contrast this with common equity where NOI can fluctuate and affect discretionary
distributions whereas interest payments are typically fixed. Assuming the borrower performs, the
lender, and therefore the investor, sees little volatility in returns.

eCollateral and Covenants: If things do go south, lenders have recourse in the form of security
interest on the property collateral and its cash flow. In a default situation, the lender can foreclose
and recover capital by selling the asset. This can greatly limit debtholders’ losses, sometimes at the
expense of equity holders. This dynamic (limited downside due to a lien on the collateral)
fundamentally improves the risk-reward tradeoff for debt investors*. Essentially, equity absorbs
losses first, shielding debt investors from any shortfall in foreclosure sale proceeds. Foreclosure
sales are an extreme case, however, lenders often structure covenants to mitigate their risk of loss
throughout the lifecycle of the loan.

eShorter Durations: Many private real estate loans are short-term (bridge loans often 6-24 months).
Shorter duration helps limit market risk exposure for investors — your capital is not locked up for a 5-
7+ years and subject to long-term market cycles. If the market environment changes, the loan still
matures and capital can be redeployed with rates and terms reflective of the changed market
environment. Contrast this with outright ownership of a property, which could necessitate an
extended hold period to weather cycle troughs. Shorter duration can reduce uncertainty and improve
liguidity for investors though reinvestment risk is an important consideration.

eCurrent Yield Focus: A debt investment’s primary source of return comes from its periodic interest
payments, not from appreciation, either speculative or engineered. This translates to a more
frequent and predictable realization of investment returns. In a sense, each interest payment
received is a risk now behind you. Equity investors often must wait for a sale or refinancing to realize
their gains, which may or may not materialize as expected. The lender and debt investor, however,
might be earning an 8% cash yield per year paid monthly — realizing returns as they go, which lowers
the risk of failing to achieve target returns.

eLower Correlation with Public Markets: Private real estate debt typically does not trade and
therefore is not subject to orimpacted by regular mark-to-market determinations of value. The
values of private real estate debt investments likewise don’t fluctuate with stock price moves.
Invesco’s analysis™ (and others) have found that private real estate debt exhibits a low correlation
with equities and even with publicly traded REITs. This dynamic makes it a good diversifier in the
context of broader portfolio management*¥, For investors, adding private real estate loans can
improve a portfolio’s aggregate Sharpe ratio thanks to the structure of its returns (yield) and its low
correlation with stocks or other fixed income investments in the portfolio.
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Given these factors, it’s clear why many institutional investors (and increasingly, accredited individual
investors) are allocating more to private credit. In fact, some research notes that over certain periods, only
private real estate equity matched or exceeded the risk-adjusted returns of private real estate debt, while
most other asset classes lagged™ . Of course, this doesn’t mean real estate debt is risk-free — far from it. The
risks are just different and more credit specific: the lender must underwrite the borrower’s ability to execute
their business plan, assess the likelihood of default, and potentially navigate the foreclosure process, etc.

However, credit risks can be evaluated prior to funding and often mitigated with good structuring (e.g.
conservative LTV, strong covenants, personal guarantees in some cases, etc.).

From the perspective of Aspera Capital Solutions, which aims to provide private lending solutions, the
takeaways should be compelling. By approaching our real estate lending strategy with quantitative discipline
gained through over a decade in the investment management and financial services industry, we seek to
ensure that the interest rates and terms we offer strike the right balance of return for the risk — for both us and
our investors. We conduct thorough due diligence on deals, stress-testing and assessing the probability of
various outcomes. The goal is to achieve solid risk-adjusted returns characteristic of quality private real
estate credit. In practice, this means being selective about the projects, collateral, and sponsors we finance,
requiring sufficient equity investment (and “skin in the game”), and actively monitoring the loans. As the Yardi
Investment Suite blog has highlighted, “building a high-performing real estate debt portfolio involves
evaluating borrower quality, diversifying across markets and loan types, and constant performance
monitoring to catch any early warning signs“*'. We employ these best practices so that we and our investors
benefit from “stable and predictable income... asset-backed security... [and] lower risk profile” that come
with real estate debt investing™. Our target is an investment that delivers returns approaching that of equity,
but with the risk profile of a bond — effectively embodying the ideal of achieving high risk- adjusted return.

Conclusion: Marrying Qualitative Insight with Quantitative Rigor

Real estate investing will always require a blend of art and science. The qualitative side — deep market
knowledge, relationships, intuitive judgment —is invaluable and remains a source of competitive advantage,
especially in private markets. However, investors can significantly enhance their decision-making by adding
quantitative rigor — statistical risk analysis, data-driven modeling, and clear risk-adjusted thinking. The two
approaches are not at odds; in fact, together they provide a more complete and comprehensive picture.

By gaining familiarity with how public markets investors define and measure risk, real estate professionals
can better avoid the tiger traps of misjudging probability, underestimating volatility, or overestimating returns
in the absence of a proper risk adjustment. Exercises as simple as approximating a Sharpe Ratio on a real
estate deal can enable superior apples to apples comparisons. Adopting quantitative tools — from scenario
probability analysis to Monte Carlo simulations — can uncover risks that a basic pro forma might miss*i,

Ultimately, the goal of any investor in any asset class should be to make more informed investment decisions.
If you can effectively marry the qualitative insight and market knowledge of a seasoned broker with the
quantitative tools of a Wall St. trader (prior to algorithms taking over), you can become a better fiduciary of
your own and others’ capital. This is especially relevant to those sponsors and syndicators courting more
sophisticated accredited investors or partnering with capital allocators, who expect an appreciation for the
risk side of the equation, not just the reward.
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For those looking to allocate capital in the current market environment, there is no better time for this
mindset shift than now. Uncertainty and volatility have increased across real estate sectors (recall the post-
2020 landscape: sudden shifts in office usage, supply chain disruptions in construction, interest rate hikes,
etc.). Relying too heavily on intuition or gut-feelings to navigate these choppy seas is risky, even in calmer
waters. Quantitative risk management can serve as your radar to detect storms on the horizon. At the same
time, opportunities abound in areas like private real estate debt, where a disciplined approach can unlock
favorable risk-adjusted returns for investors seeking shelter.

At Aspera Capital Solutions, we believe in harnessing both qualitative expertise and quantitative rigor to
capture value. By so doing, we aim to deliver to our investors and capital partners the best of both worlds: the
grounded wisdom of real estate veterans and the optimization of modern portfolio theory. We encourage
fellow real estate investors and sponsors to join in this evolution — to not only envision what could go north or
south with a deal, but to also measure it. In the end, clearer insight into risk leads to better decision-making,
more resilient portfolios, and increased trust and transparency with stakeholders. Whether you are investing
in a rental property as an individual investor or a pool of bridge loans as a PM, adopting an appropriate
conceptualization of risk will pay healthy dividends.
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