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HFRX Absolute Return Index

The HFRX Absolute Return Index is designed to be representative
of the overall composition of the hedge fund universe. It is
comprised of all eligible hedge fund strategies; including but not
limited to convertible arbitrage, distressed securities, equity
hedge, equity market neutral, event driven, macro, merger
arbitrage, and relative value arbitrage. As a component of the
optimization process, the index selects constituents which
characteristically exhibit lower volatilities and lower correlations
to standard directional benchmarks of equity market and hedge
fund industry performance.

HFRX Equal Weighted Strategies Index

The HFRX Equal Weighted Strategies Index is designed to be
representative of the overall composition of the hedge fund
universe. It is comprised of all eligible hedge fund strategies;
including but not limited to convertible arbitrage, equity hedge,
equity market neutral, event driven, macro, merger arbitrage, and
relative value arbitrage. The HFRX Equal Weighted Strategies
Index applies an equal weight to all constituent strategy indices.
Hedge Fund Research, Inc. (HFR) utilizes a UCITSIII compliant
methodology to construct the HFRX Hedge Fund Indices. The
methodology is based on defined and predetermined rules and
objective criteria to select and rebalance components to maximize
representation of the Hedge Fund Universe. HFRX Indices utilize
state-of-the-art quantitative techniques and analysis; multi-level
screening, cluster analysis, Monte-Carlo simulations and
optimization techniques ensure that each Index is a pure
representation of its corresponding investment focus.

HFRX Equity Hedge Index

The HFRX Equity Hedge Index measures the performance of the
hedge fund market. Equity hedge strategies maintain positions
both long and short in primarily equity and equity derivative
securities. A wide variety of investment processes can be
employed to arrive at an investment decision, including both
quantitative and fundamental techniques; strategies can be
broadly diversified or narrowly focused on specific sectors and can
range broadly in terms of levels of net exposure, leverage
employed, holding period, concentrations of market
capitalizations and valuation ranges of typical portfolios.
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HFRX Event Driven Index

The HFRX Event Driven Index measures the performance of an
event-driven index; its exposure includes a combination of
sensitivities to equity markets, credit markets, and
idiosyncratic, company-specific developments. Investment
theses are typically predicated on fundamental characteristics
(as opposed to quantitative), with the realization of the theses
predicated on a specific development exogenous to the existing
capital structure.

HFRX Global Hedge Fund Index

The HFRX Global Hedge Fund Index is designed to be
representative of the overall composition of the hedge fund
universe. It is comprised of all eligible hedge fund strategies,
including but not limited to convertible arbitrage, distressed
securities, equity hedge, equity market neutral, event driven,
macro, merger arbitrage, and relative value arbitrage. The
strategies are asset weighted based on the distribution of
assets in the hedge fund industry.

HFRX Macro CTA Index

The HFRX Macro CTA Index measures the performance of the
hedge fund market where macro strategy managers trade a
broad range of strategies. In these strategies, the investment
process is predicated on movements in underlying economic
variables and the impact these have on equity, fixed income,
hard currency, and commodity markets. Managers employ a
variety of techniques, both discretionary and systematic
analysis, combinations of top down and bottom up theses,
quantitative and fundamental approaches, and long- and shortterm holding periods. Although some strategies employ
relative value (RV) techniques, macro strategies are distinct
from RV strategies in that the primary investment thesis is
predicated on predicted or future movements in the underlying
instruments, rather than realization of a valuation discrepancy
between securities.
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HFRX Market Directional Index

The HFRX Market Directional Index is comprised of all eligible
hedge fund strategies; including but not limited to convertible
arbitrage, distressed securities, equity hedge, equity market
neutral, event driven, macro, merger arbitrage, and relative
value arbitrage. As a component of the optimization process,
the index selects constituents which characteristically exhibit
higher volatilities and higher correlations to standard
directional benchmarks of equity, bond market and hedge fund
industry.

HFRX Relative Value Arbitrage Index

The HFRX Relative Value Arbitrage Index measures the
performance of the hedge fund market. Relative value (RV)
investment managers maintain positions in which the
investment thesis is predicated on realization of a valuation
discrepancy in the relationship between multiple securities.
Managers employ a variety of fundamental and quantitative
techniques to establish investment theses, and security types
range broadly across equity, fixed income, derivative, or other
security types. Fixed income strategies are typically
quantitatively driven to measure the existing relationship
between instruments and, in some cases, identify attractive
positions in which the risk-adjusted spread between these
instruments represents an attractive opportunity for the
investment manager. RV position may be involved in corporate
transactions also, but unlike event-driven exposures, the
investment thesis is predicated on realization of a pricing
discrepancy between related securities, as opposed to the
outcome of the corporate transaction.
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