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A L T E R N A T I V E  I N V E S T I N G

I do not usually introduce new investment products on this platform, but this is important enough to make an exception (note, for this post it
is even more important than usual to read all the footnotes).

The new AQR S.M.O.O.T.H. Fund is simply a superior offering to anything we have done before. It provides the same long-term attractive
expected returns as our other offerings, yet at a fraction of the volatility, with very few to no embarrassing losses. For instance, while 2018
was a very painful year for many of our strategies, for many other liquid alternative products in general, and, to some degree, a poor one
for virtually all traditional liquid asset classes and most geographies (e.g., long-only stocks and bonds), the S.M.O.O.T.H. Fund would’ve
sailed through largely unscathed.

As with many of our other alternative strategies, it offers attempted low to zero correlation to traditional markets – but in this case we are
also offering what we are dubbing “doubly uncorrelated”™© returns. The Fund’s actual underlying liquid investments, as we do in most of
our alternatives, strive to be uncorrelated to traditional markets (recall we do not think this is true for most hedge funds). But now, due to
our new proprietary S.M.O.O.T.H. process, even if we fail to deliver this lack of correlation, the S.M.O.O.T.H. Fund will still report returns
mostly unrelated to normal markets. It’s next level belt and suspenders type diversification.

Of course, the same long-term returns, but delivered with way more stability, comes at a price (to you). These funds will not be offered at
competitive fees, as is our norm, but rather will feature the traditional 2 and 20 fee model. In addition, we may charge some fees based on
capital you have not invested with us yet but expect to later. We also might receive some additional fees from the underlying assets
themselves (we’re still working on how to do that as quants but are optimistic that we can get there). We think this is only fair given how
smooth the S.M.O.O.T.H. Fund will be. This Fund will be amazingly easy to stick with, and the long-term should truly be great. That’s worth
a premium and we don’t feel even slightly guilty about it.  

In addition, many of AQR’s normal liquid alternatives make some use of leverage to hit their return targets (gearing up what we think is an
attractive, but too conservative unlevered return). The funds underlying our new S.M.O.O.T.H. offering will do exactly the same thing. But,
given the structure and designed opacity, investors will hardly notice! So, besides its masking of difficult to stomach volatility, the
S.M.O.O.T.H. Fund also greatly reduces what we’re calling “perceived leverage.” In turn, this allows us to use even more actual leverage,
so we do.  It should be a very calming change.

Finally, because I know you care about us, we’re working on how to get carried interest treatment on these high performance fees so we
can pay the substantially lower tax rate that the world mistakenly still thinks we already pay (recall that managers like us are often believed
to be getting this big tax break, but we pretty much don't). We know you understand that this tax cut will allow us to invest more in our
business, including new and better smoothing techniques and high-end conferences where we’ll bring in relevant speakers like the Dalai
Lama and Sting, and permit us to offer the high-end perquisites necessary to attract the best pedigreed portfolio managers (we will not
allow this portfolio not to be marked to market by just anyone). It’s a win-win (except for the IRS).

OK, if you really want some insights into the world of smoothed returns, and some balanced analysis not just sarcasm and wishful jealousy,
I suggest you read this real paper after reading this (hopefully obviously!) satirical one. �

[ 1 ] “Systematic Multi-Operational Optimized Trading Hedged” Fund. Some mistakenly think the “S” stands for “Satirical.”

[ 2 ] This very much satirical (i.e. non-existent) proprietary process involves implementing our normal hedged liquid alternative 
process, but only marking to market occasionally, and then reporting some combination of the weighted average of the prior few years’ 
prices, with a healthy weight also given to our own unaudited estimates of what the Fund is likely worth (based on how we think it 
should’ve performed).
[ 3 ] The astute reader will notice the use of the word “report.”

[ 4 ] Remember, you get the lack of liquidity and transparency you pay for!
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https://www.aqr.com/Insights/Perspectives/Liquid-Alt-Ragnarok
https://www.aqr.com/Insights/Research/Journal-Article/Do-Hedge-Funds-Hedge
https://www.wsj.com/articles/round-up-the-usual-tax-reform-suspects-1513036071
https://www.aqr.com/Insights/Research/White-Papers/Demystifying-Illiquid-Assets-Expected-Returns-for-Private-Equity


Important Disclosures 
This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or 
recommendation to purchase any securities or other financial instruments and may not be construed as such. The factual information set forth herein 
has been obtained or derived from sources believed by the author and AQR Capital Management, LLC (“AQR”) to be reliable but it is not necessarily 
all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a representation or warranty, express or implied, as to the 
information’s accuracy or completeness, nor should the attached information serve as the basis of any investment decision. This document is 
intended exclusively for the use of the person to whom it has been delivered by AQR, and it is not to be reproduced or redistributed to any other 
person. The information set forth herein has been provided to you as secondary information and should not be the primary source for any investment 
or allocation decision. Past performance is not a guarantee of future performance. 
This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial 
instrument, issuer, security or sector that may be described or referenced herein and does not represent a formal or official view of AQR. The views 
expressed reflect the current views as of the date hereof and neither the author nor AQR undertakes to advise you of any changes in the views 
expressed herein. 
The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other 
reasons. Charts and graphs provided herein are for illustrative purposes only. The information in this presentation has been developed internally and/
or obtained from sources believed to be reliable; however, neither AQR nor the author guarantees the accuracy, adequacy or completeness of such 
information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other 
decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of actual future 
market behavior or future performance of any particular investment which may differ materially, and should not be relied upon as such. 
The information in this paper may contain projections or other forward-looking statements regarding future events, targets, forecasts or expectations 
regarding the strategies described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be 
achieved, and may be significantly different from that shown here. The information in this document, including statements concerning financial market 
trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. 
Performance of all cited indices is calculated on a total return basis with dividends reinvested. Broad-based securities indices are unmanaged and 
are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an 
index. 

Note to readers in Australia: AQR Capital Management, LLC, is exempt from the requirement to hold an Australian Financial Services License 
under the Corporations Act 2001, pursuant to ASIC Class Order 03/1100 as continued by ASIC Legislative Instrument 2016/396, ASIC Corporations 
(Amendment) Instrument 2021/510 and ASIC Corporations (Amendment) Instrument 2022/623. AQR is regulated by the Securities and Exchange 
Commission ("SEC") under United States of America laws and those laws may differ from Australian laws. Note to readers in Canada: This material 
is being provided to you by AQR Capital Management, LLC, which provides investment advisory and management services in reliance on 
exemptions from adviser registration requirements to Canadian residents who qualify as “permitted clients” under applicable Canadian securities 
laws. No securities commission or similar authority in Canada has reviewed this presentation or has in any way passed upon the merits of any 
securities referenced in this presentation and any representation to the contrary is an offence. Note to readers in Europe: AQR in the European 
Economic Area is AQR Capital Management (Germany) GmbH, a German limited liability company (Gesellschaft mit beschränkter Haftung; “GmbH”), 
with registered offices at Maximilianstrasse 13, 80539 Munich, authorized and regulated by the German Federal Financial Supervisory Authority 
(Bundesanstalt für Finanzdienstleistungsaufsicht, „BaFin“), with offices at Marie-Curie-Str. 24-28, 60439, Frankfurt am Main und Graurheindorfer Str. 
108, 53117 Bonn, to provide the services of investment advice (Anlageberatung) and investment broking (Anlagevermittlung) pursuant to the German 
Securities Institutions Act (Wertpapierinstitutsgesetz; “WpIG”). The Complaint Handling Procedure for clients and prospective clients of AQR in the 
European Economic Area can be found here: https://ucits.aqr.com/Legal-and-Regulatory. Note to readers in Hong Kong: The contents of this 
presentation have not been reviewed by any regulatory authority in Hong Kong .AQR Capital Management (Asia) Limited is licensed by the Securities 
and Futures Commission ("SFC") in the Hong Kong Special Administrative Region of the People's Republic of China ("Hong Kong") pursuant to the 
Securities and Futures Ordinance (Cap 571) (CE no: BHD676). Note to readers in China: This document does not constitute a public offer of any 
fund which AQR Capital Management, LLC (“AQR”) manages, whether by sale or subscription, in the People's Republic of China (the "PRC"). Any 
fund that this document may relate to is not being offered or sold directly or indirectly in the PRC to or for the benefit of, legal or natural persons of the 
PRC. Further, no legal or natural persons of the PRC may directly or indirectly purchase any shares/units of any AQR managed fund without 
obtaining all prior PRC’s governmental approvals that are required, whether statutorily or otherwise. Persons who come into possession of this 
document are required by the issuer and its representatives to observe these restrictions. Note to readers in Singapore: This document does not 
constitute an offer of any fund which AQR Capital Management, LLC (“AQR”) manages. Any fund that this document may relate to and any fund 
related prospectus that this document may relate to has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, 
this document and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of shares may not be 
circulated or distributed, nor may the shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly 
or indirectly, to persons in Singapore other than (i) to an institutional investor pursuant to Section 304 of the Securities and Futures Act, Chapter 289 
of Singapore (the “SFA”)) or (ii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA .Note to 
readers in Korea: Neither AQR Capital Management (Asia) Limited or AQR Capital Management, LLC (collectively “AQR”) is making any 
representation with respect to the eligibility of any recipients of this document to acquire any interest in a related AQR fund under the laws of Korea, 
including but without limitation the Foreign Exchange Transaction Act and Regulations thereunder. Any related AQR fund has not been registered 
under the Financial Investment Services and Capital Markets Act of Korea, and any related fund may not be offered, sold or delivered, or offered or 
sold to any person for re-offering or resale, directly or indirectly, in Korea or to any resident of Korea except pursuant to applicable laws and 
regulations of Korea. Note to readers in Japan: This document does not constitute an offer of any fund which AQR Capital Management, LLC 
(“AQR”) manages. Any fund that this document may relate to has not been and will not be registered pursuant to Article 4, Paragraph 1 of the 
Financial Instruments and Exchange Law of Japan (Law no. 25 of 1948, as amended) and, accordingly, none of the fund shares nor any interest 
therein may be offered or sold, directly or indirectly, in Japan or to, or for the benefit, of any Japanese person or to others for re-offering or resale, 
directly or indirectly, in Japan or to any Japanese person except under circumstances which will result in compliance with all applicable laws, 
regulations and guidelines promulgated by the relevant Japanese governmental and regulatory authorities and in effect at the relevant time. For this 
purpose, a “Japanese person” means any person resident in Japan, including any corporation or other entity organised under the laws of Japan. 
Note to readers in United Kingdom: This material is being provided to you by AQR Capital Management (Europe) LLP, a UK limited liability 
partnership with its office at Charles House 5-11, Regent St., London, SW1Y 4LR, which is authorised and regulated by the UK Financial Conduct 
Authority (“FCA”).
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