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The increasing institutionalization of hedge funds brings with it many challenges. These challenges are fostering change and innovation
regarding hedge fund management. Clifford Asness faces these challenges head on and provides an assessment of key issues that will
arise as a consequence of institutionalization. He finds several notable changes that are under way in the areas of benchmarking,
transparency, fees, and risk management.

It is well known that institutional investors require performance benchmarking for managers. Asness covers several ways to accomplish this
task, and in the end, he suggests using a series of multiple benchmarks to better match differing portfolio objectives.

A hotly debated issue that has been an ongoing source of concern relates to the degree of manager transparency. To alleviate concerns,
he advocates a form of transparency that has great potential for meeting varied (and often competing) investor and manager needs. His
approach involves creating a detailed description of the investment process and strategies in an open and transparent way.

Another contentious issue is that of hedge fund fees. In discussing this issue, Asness emphasizes the importance of separating fees by
distinguishing between returns from the more valuable unsystematic alpha relative to the less valuable systematic beta.

Methods for risk control are a final source of change. We believe the establishment of an ongoing risk control system to identify and
understand sources of risk is quite simply essential to a successful hedge fund operation.

This docunent is not intended to, and does not relate specifically to any investrment strategy or product that AQR offers. It is being provided merely to provide a framew ork to assist
in the inplemmentation of an investor's own analysis and an investor’'s own view on the topic discussed herein.

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 reconmendation to purchase
any securities or other financial instruments and may not be construed as such. The factual informetion set forth herein has been obtained or derived fromsources believed by the
author and AQR Capital Managenrent, 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
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This document 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
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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
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AQRnor the author guarantees the accuracy, adequacy or conpleteness of such information. Nothing contained herein constitutes investrent, legal, tax or other advice nor is it to
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actual future market behavior or future performance of any particular investrent w hich may differ materially, and should not be relied upon as such. Diversification does not
eliminate the risk of experiencing investment losses.
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