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Portable Alpha:
Why Now?

The Problems: Elevated Equity
Valuations and Macro Volatility

Equities have performed
exceptionally well over the last
decade, but current valuations are
stretched.* Even assuming above-
average fundamental growth, base
case returns over the next 5 to 10
years are still below average.> Many
investors are hoping to make up
this return gap by relying more on
alpha from active management.
Unfortunately, long-only active
management has struggled during
recent history. Over the past decade,

the median active equity manager
has delivered approximately

zero value-add in the US and
internationally. Even top quartile
performance has been only 0.4%
in the US and has barely passed
1% internationally (Exhibit 1)3 In
addition to the historical evidence,
index concentration could provide
headwinds for constrained,
long-only active management on a
go-forward basis.

Exhibit 1: Median and Top-Quartile Net-of-Fee Performance
Trailing 10 Years, January 1, 2015 - December 31, 2024
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Source: AQR, eVestment. Chart shows the median and top-quartile trailing 10-year annualized active return,
ending December 31, 2024, for managers in the US and EAFE large cap equity universes in eVestment.
Investments cannot be made directly into these investment universes. Please refer to the disclosures for more
information on the analysis and universes. Past performance is not a guarantee of future performance.

1 Equitiesrefers to the S&P 500 Index. Valuations are proxied by Shiller's US PE ratio, which is at 37.4 as
of writing, in the 97th percentile versus its over-100-year history. Past performance is not a guarantee of

future performance.

2 We estimate a 5- to 10-year expected real return of 4.2% for US equities as of December 31, 2024, lower
than the long-term average of 5.4% since 1900 - both statistics published in AQR's Alternative Thinking
2025 Issue 1. Please refer to the paper for more information on capital market assumptions.

3 Itisimportant to note that the backward-looking, aggregated results presented here do not rule out the
possibility of successful long-only active management. Indeed, some managers may offer active strategies
expected to outperform their benchmark indices. However, long-only implementations may be limited in
the magnitude of tracking error that they can generate. So, a low tracking error strategy, even with a high
information ratio, may still fall short of some investors' return objectives.


https://www.aqr.com/Insights/Research/Alternative-Thinking/2025-Capital-Market-Assumptions-for-Major-Asset-Classes
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Macro volatility is also elevated due to
numerous geopolitical factors, such as US
domestic/foreign policy uncertainty and
multiple wars around the world. This leaves
long-only portfolios exposed, as equities
historically have not performed well in times
of heightened macro risks. Investors, in theory,
should be considering long/short diversifiers

in an environment like this. However, many
investor benchmarks include exclusively
long-only traditional investments. Thus, the
inclusion of long/short diversifiers means

being under-weight traditional beta—the
so-called “funding problem”. This was a painful
experience for many investors over the last
decade as stocks performed unusually well.

A Solution: Portable Alpha

Portable alpha is the concept of combining a
high-quality, long/short alpha strategy with an
equity overlay utilizing equity futures, which
provides the desired exposure to the equity
market plus the alpha from the hedge fund
strategy. Therefore, portable alpha avoids the
problems associated with long-only active
management and “funding” standalone long/
short diversifiers from traditional investments.

In contrast to long-only managers,
unconstrained long/short managers have

more tools at their disposal, allowing them to
better express their investment views by going
long securities they like and short securities
they dislike. Additionally, long/short managers
have access to prudent leverage, allowing them
to form highly diversified portfolios

(i.e. higher risk-adjusted return) and monetize
the diversification (i.e. higher total returns).
Lastly, by virtue of being unconstrained, index
concentration is irrelevant for the efficacy of
long/short active management.

The theoretical arguments in favor of
unconstrained long/short active management
are supported by actual investor experience.
Over the past decade, the median hedge fund
delivered a 2.3% active return (i.e., alpha) net of
fees, which represents a 6.7% total return less
4.4% due to equity exposure. For those with
manager selection skill, a top-quartile hedge
fund earned a 4.5% net active return (7.7% total
return less 3.2% due to equity exposure), which
is substantially more than long-only equity
managers (Exhibit 2).*

In addition to delivering higher quality active
returns, portable alpha solves the “funding
problem”. In the old world without portable
alpha, an allocation to an attractive long/short
diversifying strategy required selling stocks
and/or bonds, i.e. being underweight
traditional beta. In the new world with portable
alpha, attractive long/short diversifying
strategies can be included in the portfolio
without being underweight traditional beta
since the funding beta is replaced one-for-one
by the beta overlay included in the overall
portable alpha solution (Exhibit 3).

4 This methodology for calculating hedge fund active returns not only isolates the alpha component, but it also makes the numbers
comparable to the long-only equity active returns. Past performance is not a guarantee of future performance.
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Exhibit 2: Median and Top-Quartile Net-of-Fee Performance
Trailing 10 Years, January 1, 2015 - December 31, 2024
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Source: AQR, eVestment, Hedge Fund Research. Chart shows the same annualized active returns for managers in the eVestment US and
EAFE large cap equity universes as shown in Exhibit 1, as well as results for “Hedge Funds”. “Hedge Funds” shows the trailing 10-year
annualized, beta-adjusted return, ending December 31, 2024, for constituents of the HFRI Fund Weighted Composite Index. Returns
are beta-adjusted for equity risk, using regressions on the MSCI World Index. Please refer to the disclosures for more information on the
analysis and universes. Past performance is not a guarantee of future performance.

Exhibit 3: lllustrative Portfolio Capital Weights
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Source: AQR. For illustrative purposes only. Please read important disclosures in the Appendix.
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Not All Portable Alpha Implementations

Are Created Equal

In today’s marketplace, there are two common
ways to implement portable alpha solutions.
The first way, denoted as “complex”, separates
the beta overlay function from the alpha
manager function. The investor hires a
separate beta overlay manager or manages the
beta overlay internally. In contrast, the second
way, denoted as “turnkey”, integrates the

beta overlay function with the alpha manager
function, i.e. the alpha manager puts on and is
responsible for the beta overlay (see Exhibit 4).

While the complex approach provides the
investor additional flexibility, it comes with

additional risks. By separating the beta overlay
function from the alpha manager function,
the investor bears additional operational

risk, collateral/cash management risk, beta
estimation risk, and performance reporting
risk. These types of risks make the complex
portable alpha implementation only accessible
to the most sophisticated institutions.

All of these real-world risks are mitigated

with the turnkey approachs The turnkey
implementation “walks and talks” like any
other beta-one, benchmark-oriented mandate,
making portable alpha accessible to any
investor as a core equity solution.

Exhibit 4: lllustrative Portable Alpha Implementations

“Complex” portable alpha

Manager #2:
Benchmark
Replication Strategy
(e.g., S&P 500)

Manager #1:
Market Neutral Alpha
Strategy

S&P 500 Futures

BenchmarkExposure: 100%

“Turnkey” portable alpha

BT

Single Manager:
Beta + Alpha

Market Neutral
Alpha Strategy

BenchmarkReplication
Strategy(e.g.,S&P 500)

S&P 500 Futures

BenchmarkExposure: 100%

Source. AQR. The example above is for illustrative purposes only and not representative of a portfolio AQR currently manages.

5 By allowing the alpha manager to implement the beta overlay, cash can be efficiently managed between the alpha and beta to reduce
cash marginrisk, estimate and track beta with greater granularity, and merge operations and reporting of both components to be more

transparent.



Portable Alpha: Why Now? | February 2025 5

Portable Alpha Fair Fees

In addition to offering different risks, portable
alpha implementations can also differ along
the fee dimension. When it comes to the
performance fee, there are two common
structures. The first structure, denoted as
“unfair”, pays a performance fee to the alpha
manager whenever the alpha strategy makes
money. The second structure, denoted as
“fair”, pays a performance fee only when the
overall portable alpha total return beats the
stated benchmark—the investor’s ultimate
objective. Under the “unfair” structure, the
alpha manager can be paid a performance

fee even though the overall portable alpha
program is underperforming the benchmark,
which we believe is unfair to the investor. By
comparing the portable alpha total return to
the stated benchmark, the “fair” structure
automatically holds the “turnkey” portable
alpha manager accountable for operational
expenses, financing frictions, and a proper
hurdle rate, which we believe is fair to the
investor. Note it is impossible to implement
a “fair” performance fee structure with the
“complex” portable alpha approach.

Fair Portable Alpha Fees

Performance fees are earned only when
the total return of the portable alpha
program beats the stated benchmark

Unfair Portable Alpha Fees

Performance fees are earned when
the alpha strategy makes money. Leaves investors
exposed to operational costs/slippage

Concluding Thoughts

While the concept of portable alpha isn’t

new, and sophisticated institutional investors
have been users of portable alpha for years,

its implementation has evolved since its
founding in the early 2000’s. In the early days,
many portable alpha implementations used a
separate beta overlay manager, held too little
cash for managing the equity futures position,
assumed the hedge fund was 100% alpha,

and/or used illiquid alpha sources. Thankfully,
implementation has improved markedly over
two decades. Turnkey approaches with fair
fees are now available, making portable alpha
a safe, accessible, core equity solution for all
investors, and, importantly, an appropriate
response to the current market environment
of low expected returns and elevated macro
volatility.
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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 not to be reproduced or redistributed
without the written consent of AQR. 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.

Thispresentationis notresearchandshouldnot be treated asresearch. This presentation does notrepresent 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. It should not be assumed that the author or AQR will make investment
recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or methods
of analysis described herein in managing client accounts. AQR and its affiliates may have positions (long or short) or engage in
securities transactions that are not consistent with the information and views expressed in this presentation.

The information contained hereinis 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. Target allocations contained herein are subject to change. There is no assurance that the target allocations
will be achieved, and actual allocations may be significantly different from those shown here. This presentation should not be
viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or to adopt any investment
strategy.

The information in this presentation might 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 might be significantly different from that shown here. The
information in this presentation, 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.

The investment strategy and themes discussed herein may be unsuitable for investors depending on their specific investment
objectives and financial situation. Please note that changes in the rate of exchange of a currency might affect the value, price, or
income of an investment adversely. Neither AQR nor the author assumes any duty to, nor undertakes to update forward-looking
statements. No representation or warranty, express or implied, is made or given by or on behalf of AQR, the author, or any other
person as to the accuracy and completeness or fairness of the information contained in this presentation, and no responsibility
or liability is accepted for any such information. By accepting this presentation in its entirety, the recipient acknowledges its
understanding and acceptance of the foregoing statement. Diversification does not eliminate the risk of experiencing investment
losses.

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.

The S&P 500 Index is the Standard & Poor's composite index of 500 stocks, a widely recognized, unmanaged index of common
stock prices.

There is a risk of substantial loss associated with trading commodities, futures, options, derivatives, and other financial
instruments. Before trading, investors should carefully consider their financial position and risk tolerance to determine whether
the proposed trading style is appropriate. Investors should realize that when trading futures, commodities, options, derivatives,
and other financial instruments, one could lose the full balance of their account. It is also possible to lose more than the initial
deposit when trading derivatives or using leverage. All funds committed to such a trading strategy should be purely risk capital.

The eVestment and HFRI active and total return figures provided are based on returns from the eVestment US Large Cap and
EAFE Large Cap equity manager universes, and the HFRI Fund Weighted Composite Index constituents, respectively. We include
only managers who report all monthly returns over the trailing 10-year period ending September 30, 2024. For eVestment,
manager active returns are calculated by eVestment relative to manager preferred benchmarks and are reported either gross or
net of fees. For managers who report returns gross of fees, we convert the returns to net using the median fee of the universe.
Reported manager fees range anywhere from 10 to 300bp, depending on manager and investment vehicle. The eVestment US
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Large Cap Equity universe contains US Equity products that primarily invest in large capitalization stocks regardless of the style
(growth, value, or core) focus. The eVestment EAFE Large Cap Equity universe contains EAFE Equity products that primarily
invest in large capitalization stocks regardless of the style (growth, value, or core) focus. For HFRI, all HFRI manager returns are
reported net of fees. All returns are beta-adjusted for equity risk. The return series used in the equity risk regressions is the MSCI
World Hedged USD Index in excess of the BofAML US 3 Month Treasury Bill Index. The HFRI Fund Weighted Composite Index is
a global fund-weighted index of hedge funds with minimum assets under management of USD $500mm.

Regional Disclosures
Asia

Hong Kong: This presentation may not be copied, reproduced, republished, posted, transmitted, disclosed, distributed or
disseminated, in whole or in part, in any way without the prior written consent of AQR Capital Management (Asia) Limited
(together with its affiliates, "“AQR”") or as required by applicable law. This presentation and the information contained herein are
for educational and informational purposes only and do not constitute and should not be construed as an offering of advisory
services or as aninvitation, inducement or offer to sell or solicitation of an offer to buy any securities, related financial instruments
or financial products in any jurisdiction. Investments described herein will involve significant risk factors which will be set out in
the offering documents for such investments and are not described in this presentation. The information in this presentation is
general only and you should refer to the final private information memorandum for complete information. To the extent of any
conflict between this presentation and the private information memorandum, the private information memorandum shall prevail.
The contents of this presentation have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise
caution and if you are in any doubt about any of the contents of this presentation, you should obtain independent professional
advice.

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).

AQR Capital Management (Asia) Limited Unit 2023, 20/F, One IFC, 1 Harbour View Street, Central Hong Kong, Hong Kong.
Licensed and regulated by the Securities and Futures Commission of Hong Kong (CE no: BHD676).

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.

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.

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 arelated 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 reoffering or resale, directly or indirectly, in Korea
or to any resident of Korea except pursuant to applicable laws and regulations of Korea.

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 reoffering 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.

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 (as
extended by amendment). AQR is regulated by the Securities and Exchange Commission ("SEC") under United States of America
laws and those laws may differ from Australian laws.
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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.

Information for clients in the Middle East

AQR Capital Management (Europe) LLP (DIFC Representative Office) is regulated by the Dubai Financial Services Authority of
the Dubai International Financial Centre as a Representative Office (firm reference number: FO07651). Its principal place of
business is Gate Village 10, Level 3, Unit 4, DIFC, Dubai, UAE. This marketing communication is distributed on behalf of AQR
Capital Management, LLC.

Information for clients in the United Kingdom

This product is based overseas and is not subject to UK sustainable investment labelling and disclosure requirements.

The information set forth herein has been prepared and issued by AQR Capital Management (Europe) LLP, a UK limited liability
partnership with its office at 15 Bedford Street, Covent Garden, London, WC2E 9HE, which is authorised and regulated by the
UK Financial Conduct Authority (“FCA").

Information for clients in the EEA

AQR in the European Economic Area is AQR Capital Management (Germany) GmbH, a German limited liability company
(Gesellschaft mit beschrankter Haftung; “GmbH"), with registered offices at Maximilianstrasse 13, 80539 Munich, authorized
andregulated by the German Federal Financial Supervisory Authority (Bundesanstalt fir 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; “WplG"). The Complaint Handling Procedure for clients and prospective clients of
AQR in the European Economic Area can be found here: https://ucits.agr.com/Legal-and-Regulatory

This is a marketing communication in the European Economic Area (“EEA”") and approved as a Financial Promotion in the
United Kingdom (“UK"). It is only intended for Professional Clients.
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