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Additional information about Covestor Ltd. also is available on the SEC’s website at www.adviserinfo.sec.gov. 

 

Date Description of Changes 

29-May-2015 Advisory Business-Change in Control; Firm Ownership:  Interactive Brokers Group 

now owns 100% of the parent, Covestor, Inc. 

Other Financial Industry Activities & Affiliations:  Interactive Brokers LLC is now a 

related party 

Custody:  Interactive Brokers LLC is now a related party 

Financial Information 

AML Officer Contact Information 

27-Mar-2015 Qualified Client Account Disclosure removed 

Accredited Investor Account Disclosure removed 

8-Aug-2014 New Product Disclosure-Covestor Core Portfolios 

11-June-2014 New product disclosure-Multi-Manager Portfolios 

18-Mar-2014 Wealth Account disclosure removed; changes to Client Advisors 
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Part 2A: Brochure 

Advisory Business – Covestor, Ltd. (“Covestor”) 

Covestor Limited (“Covestor”), a registered investment adviser, is a private limited company 

incorporated in the United Kingdom and established on 15 May 2006. In May 2015, Covestor was 

acquired by IB Exchange Corp., an Interactive Brokers Group company. Interactive Brokers Group, Inc., 

together with its subsidiaries (the “Interactive Brokers Group”), is an automated global electronic broker 

and market maker. Interactive Brokers Group, Inc. is a Delaware corporation whose common stock is 

publicly traded on NASDAQ. Additional information about Interactive Brokers Group is available at 

https://www.interactivebrokers.com. The information in this brochure has not been approved or 

verified by the United States Securities and Exchange Commission (SEC) or by any State Securities 

Authority. 

Additional information about Covestor is also available at the SEC’s website 

http://www.adviserinfo.sec.gov/IAPD/Content/Search/iapd_Search.aspxhttp://www.adviserinfo.sec.gov

/IAPD/Content/Search/iapd_Search.aspx (select “Firm” and type in our firm name). Results will provide 

you both Part 1 and 2 of our Form ADV. Our registration does not imply any level of skill or training. The 

oral and written communications we provide to you, including this brochure, are for you to evaluate us. 

Covestor allows individuals and/or entities (“Portfolio Managers and/or Subscribers”) to register with 

Covestor.com in order to either: 

• Share their investment activity with others (Portfolio Managers), or 

• Utilize the investment activity of others in their own investment portfolio (Subscribers), 

• Invest in strategies managed by Covestor. 

Members Sharing Their Investment Activity 

Portfolio Managers share their personal investment history by providing us with access to their 

Historical Trade Data  in real time by a data feed.  Managers are classified as either RIA Publishers or 

Non-Registered Publishers. RIA Publishers must be federal or state-registered investment advisers. Non-

Registered Publishers are unregistered advisors, hedge fund managers or individual investors providing 

trade data that is not customized for any particular client’s circumstances or objectives pursuant to the 

publisher’s exemption to advisor registration.  Only Non-Registered Publishers meeting certain specific 

trading experience and portfolio size criteria set by Covestor are allowed to participate. Portfolio 

Managers license their portfolio holdings and trading record (“Historical Trade Data”) to Covestor for 

publication and analysis. Some Managers also provide additional content including their investment 

strategy, profile, portfolio market reports and analysis. (Collectively this additional content along with 

Historical Trade Data are referred to as “Manager Content”) Some Managers run multiple Portfolios 
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with Covestor. All Manager Content represents the opinions of that Manager, should not be construed 

as personalized investment advice, and is subject to change without notice. 

Members Subscribing to Managers (Subscribers or Clients) 

Subscribers, also referred to as Clients, may choose to subscribe to one or more Manager Portfolios 

through a Portfolio Investment Subscription or Portfolio Data Subscription. 

Members Subscribing to Covestor Portfolios 

Clients may choose to subscribe to Covestor-managed portfolios, described in greater detail below. 

Portfolio Investment Subscription 

A Client may subscribe to a Portfolio and engage Covestor to provide certain investment management 

services. Under such a relationship Covestor may be engaged to replicate the selected Portfolio's 

Historical Trade Data for the Subscriber in their personal account. 

A Client may also subscribe to Multi-Manager Portfolios (“MMP” or “multi-manager portfolio”), which 

consist of collections of portfolios selected by Covestor to address particular investment segments and 

asset classes. Covestor also offers ETF-based portfolios (“Covestor Core”), which represent a range of 

asset classes and risk profiles. MMP and Covestor Core composition are reviewed by the Investment 

Committee, and managed by the Investment Management team. Neither Covestor nor any of its 

Investment Adviser Representatives receive any additional compensation for subscriptions to MMPs or 

Covestor Core portfolios. 

a. The Client will be required to enter into one or more written agreements with Covestor 

setting forth the terms and conditions under which Covestor shall render its services (the 

“Client Agreement”) before engaging Covestor to provide the foregoing investment 

management services. 

Portfolio Data Subscription 

A Subscriber may subscribe to Portfolios without any investment management services. Under such a 

relationship: 

a. Subscribers receive the Manager Content of the Managers that they select. Covestor will 

provide ongoing notification of updates to the Manager Content, including Historical Trade 

Data. These will typically be in the form of email notifications. 

b. The Subscriber is under no obligation to act upon any of the information and retains absolute 

discretion and responsibility over any implementation decisions. Manager Content does not 

constitute and should not be considered investment advice. 

c. Covestor will charge a fee for access to the selected Portfolio(s) (“Direct Access Fee”). Direct 

Access Fees are negotiable, but generally range from $0 to $5,000 per year depending upon the 

Portfolio selected. 
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Investment Management Services 

Manager Content is analyzed by Covestor in order to determine a Risk Score for a Manager's Portfolio 

and identify trades eligible for Covestor's replication process. Trade eligibility filters include security 

type, market capitalization, and liquidity. Covestor provides ongoing limited investment advisory 

services to individuals and firms (“Clients”) based on the individual goals, investment objectives and risk 

tolerances specified by each Client for the purpose of determining a Client Risk Score. Clients are free to 

choose any Portfolio that carries a risk score that corresponds to or is lower than their Personal Risk 

Score. 

Covestor provides ongoing investment services to its Clients through three channels: 

• Self-Directed Account (“Self-Directed”) - Clients make their own decisions regarding the 

selection and timing of Portfolio subscriptions. Clients may also select portfolios managed by 

certain third parties that are made available via a link to third-party sites. While Covestor 

provides a link to such sites, clients must exercise their own discretion before investing. 

• Covestor Multi-Manager Portfolios (“MMP”) - Subscriptions to MMPs are also self-directed 

investments, although Covestor is responsible for the selection of portfolios for inclusion within 

an MMP. MMPs require an initial funding of $50,000 to $100,000. A Covestor multi-manager 

portfolio is a combination of different Covestor portfolios that aims to provide broad exposure 

to potential emerging manager alpha, and seeks to diversify the risks associated with a single 

investment portfolio. The benefit of diversification can result in additional return per unit of risk 

taken. Diversity is achieved through the selection of portfolios exposed to different asset classes 

and with varied strategy types. The first step involves selecting eligible portfolios based on 

criteria such as the consistency of approach, strategy definition and other screens for quality. 

The second step is to combine the portfolios using a proprietary optimization formula. Clients 

may place reasonable restrictions, or make reasonable modifications to existing restrictions, 

regarding the management of their account. 

• Covestor Core (“Free-Beta”) Portfolios – Subscriptions to Core Portfolios are self-directed 

investments, although Covestor is responsible for the selection of the Exchange-Traded Funds 

(“ETF’s”) that comprise a Core Portfolio. The Core Portfolios have zero management fees. 

Transaction costs, and management expenses such as custodial, legal and accounting fees 

charged by the ETFs will apply, though they are expected to be minimal. Covestor offers three 

Core Portfolios: (i) the Covestor Core Moderate Portfolio; (ii) the Covestor Core Balanced 

Portfolio; and (iii) the Covestor Core Growth Portfolio. Covestor also determines the allocations 

and sector weights of the core assets for the Core Portfolios. Clients may choose among the 

Core Portfolios and/or any combination of Portfolios, representing different asset classes. 

Clients may place reasonable restrictions, or make reasonable modifications to existing 

restrictions, regarding the management of their account. ETFs tracking various asset classes are 

chosen based on their potential to provide growth (equities), income and stability (fixed 

income), inflation hedging (TIPS and commodities), and diversification of risk. Research is 
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undertaken to ensure that the diversified mix of asset classes is appropriate for the desired level 

of risk. Specific ETFs are screened and chosen to best represent the asset class, while also 

maintaining low management fees and index tracking error. 

Unless otherwise agreed upon, Clients are provided with transaction confirmation notices and regular 

summary account statements directly from the broker-dealer or custodian for the Client accounts. 

Clients also receive online access to account activity reports from Covestor that include relevant account 

and/or market-related information such as an inventory of account holdings and account performance 

on a daily basis. Clients are also provided with monthly updates of account balances and performance. 

However, Client’s should consult custodial statements as well. 

Covestor also monitors the Manager’s trading account and calculates performance and risk metrics of 

the account. Covestor utilizes these performance and risk metrics, along with the Portfolio’s Risk Score 

and the Manager’s periodic commentary on their strategy as the basis for its evaluation of continuing 

appropriateness of Portfolios for clients. More information on Covestor’s performance calculations can 

be found at http://site.covestor.com/help/disclosures. 

Those individuals to whom Covestor provides publication services only will receive regular reports from 

Covestor regarding the Portfolios to which the Client is subscribed. 

Portfolio Managers generally use: 

• Equity Securities, including exchange-listed securities, certain over-the-counter securities, and 

American Depositary Receipts (“ADRs”); 

• Exchange-traded funds (“ETFs”). 

• We also impose restrictions regarding minimum market capitalization and average daily volume 

based on the securities’ class and application to risk score categories. 

As of 30 April 2015, Covestor’s regulatory assets under management are $25,414,206, of which 100% is 

managed on a limited discretionary basis. 

Firm Ownership 

Covestor Ltd. is owned by Covestor Inc., a privately held firm whose principal owner is Interactive 

Brokers Group. 

Investment Management Agreements 

Covestor requires prospective clients to sign a client agreement prior to establishing an investment 

account. This client agreement provides Covestor with limited discretionary authority to initiate 

investment activities on behalf of the client over the client’s investment assets. Copies of Covestor’s 

Client Agreement are available upon request, as well as via the Covestor.com website. 

Termination of Agreement 

The Client Agreement between Covestor and the Client will continue in effect until terminated by either 

party pursuant to the terms of the Client Agreement. 
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Any Client who has not received a copy of Covestor's written disclosure statement at least forty-eight 

(48) hours prior to executing the Client Agreement shall have five (5) business days subsequent to 

executing the agreement to terminate Covestor's services without penalty (i.e., will not be responsible 

for any advisory fees). 

Covestor.com Website 

The content of the Covestor.com website, including Manager Content, performance analysis and 

rankings is provided as general and impersonalized investment information and commentary and does 

not constitute a specific recommendation or solicitation that anyone should purchase or sell any 

particular security, investment advisory service or Portfolio. Covestor relies on information provided to 

it by Portfolio Managers and certain third parties in publishing Manager Content for the website, and 

also provides internally-generated content. 

Fees and Compensation 

Advisory Fees 

If a Client engages Covestor to provide investment management services, Covestor shall do so on a fee 

basis. As specified below, Covestor's fees are exclusive of brokerage commissions, transaction fees, and 

other related costs and expenses charged by our custodian to Clients. Covestor does not receive any 

portion of these commissions, transaction fees, and costs. 

Covestor automatically deducts its management fees from Client’s accounts, as authorized in the Client 

Agreement. 

For the initial month of investment management services, the first month's fees shall be calculated on a 

pro rata basis. Covestor's fee shall be prorated through the date of termination and any remaining 

balance shall be charged or refunded to the Client, as appropriate, in a timely manner. Covestor, in its 

sole discretion, sometimes charges a lesser management fee based upon certain criteria (i.e., during 

initial launch of a service line, dollar amount of assets to be managed, related accounts, account 

composition, pre-existing Client, account retention, pro-bono activities, etc.). 

Covestor's advisory fees shall be calculated on the following basis: 

1. Subscription Fees (Self-Directed): 

If engaged, Covestor charges an annual fee based upon a percentage of the market value of the assets 

being managed by Covestor (“Subscription Fee”). 

a. Covestor's Subscription Fee shall be prorated and charged monthly, in arrears, based upon 

the daily market value of subscribed assets during the previous month. 

b. Subscription Fees vary by Portfolio chosen and the level of assets to be subscribed. 

c. The Subscription Fee will range from 0.03% to 1.50%, which shall include any Direct Access 

Fees, paid on the Client's behalf. 
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e. No Subscription Fees are charged on assets that are not subscribed to a Portfolio or MMP. 

Covestor, in its sole discretion, may waive its minimum annual fee based upon certain criteria including 

anticipated future earning capacity, anticipated future additional assets, dollar amount of assets to be 

managed, related accounts, account composition, pre-existing client, account retention, and pro bono 

activities. 

3. Multi-Manager Portfolio Fees (Self-Directed): 

If engaged, Covestor charges an annual fee based upon a percentage of the market value of the assets 

being managed by Covestor (“Subscription Fee”). 

a. Covestor's Subscription Fee for MMPs shall be prorated and charged monthly, in arrears, 

based upon the daily market value of subscribed assets during the previous month. 

b. Subscription Fees vary by the MMP chosen and the level of assets to be subscribed. 

c. The Subscription Fee will range from 0.03% to 1.50%. d. No Subscription Fees are charged on 

assets that are not subscribed to a MMP. 

Covestor, in its sole discretion, will waive its minimum annual fee based upon certain criteria including 

anticipated future earning capacity, anticipated future additional assets, dollar amount of assets to be 

managed, related accounts, account composition, pre-existing client, account retention, and pro bono 

activities. 

4. Covestor Core (“Free-Beta”) Portfolios 

There is no management fee for Covestor Core Portfolios. Fees charged by the fund and brokerage firms 

apply. 

How We Allocate Investment Opportunities Generally 

Our open-platform investment strategy means that individual Portfolio Managers manage assets in 

different investment strategies for different subscribers who pay different fees. We expect those 

managers to use their subjective judgment in managing Portfolios, and we expect that they will make 

different investment decisions for different Portfolios in order to fulfill each Portfolios’ investment 

objectives. Client identities are not shared with Portfolio Managers except under very limited 

circumstances, so the Portfolio Managers manage Portfolios with no consideration of a particular 

client’s situation. Occasionally, a Client and a Portfolio Manager may have had a prior business 

relationship. In this instance, the risk score system may or may not prevent the Client from subscribing. 

At the same time, we prohibit our managers from basing their decisions on favoritism, “window 

dressing,” or other practices that violate either applicable law or our fiduciary duties to our Clients. 

We use a number of techniques to perform after-the-fact review of trading in Client accounts. These 

techniques include performance dispersion analysis and Trade Cost Analysis (“TCA”); however, we do 

not routinely review individual transactions in isolation. The frequency and extent of reviews vary 
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depending on our assessment of the opportunity and incentives for inappropriate investment allocation 

decisions. 

Types of Clients 

Covestor’s clients include individuals, trusts, corporations and other legal entities. Covestor has 

established an account minimum for Self-Directed Subscription Accounts of $25,000 for actively-

managed strategies, and $10,000 for ETF-based portfolios. 

Methods of Analysis, Investment Strategies and Risk of Loss 

Covestor typically relies on the investment decisions of Managers in managing Subscriber accounts. 

Covestor attempts to track the Manager's trades as accurately as possible, but does maintain limited 

discretion to modify the Manager's trades or rebalance Portfolios and/or Client accounts in order to 

provide the best services to Subscribers. 

In addition to the investment management team, Covestor also has an Investment Committee which 

plays an important role, focusing on higher level portfolio management matters, such as review, 

discussion and approval of new investment strategies and products, criteria for the selection, and 

retention and recommendation of Portfolio Managers, enhancements to existing strategies and 

determining the overall strategic and tactical priorities of the investment management team. Along with 

the investment management team, the Investment Committee includes Covestor’s Chief Executive 

Officer and Chief Operating Officer, with the Chief Compliance Officer and other employees participating 

by invitation on an as-needed basis. 

Account Management 

Covestor provides management of the Client's account subject to certain restrictions and potential 

conflicts. Clients are advised as follows: 

Additions and Withdrawals: 

Clients 

a. The Client may make additions to and withdrawals from the account at any time, subject to 

the following: 

i. Covestor's right to terminate an account. 

ii. If assets are deposited into or withdrawn from an account after the start of a month, 

the fee payable with respect to such assets will not be adjusted or prorated based on 

the number of days remaining in the month. 

iii. Clients may withdraw account assets on notice to Covestor, subject to the usual and 

customary securities settlement procedures. 
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iv. Additions may be in cash or securities provided that Covestor reserves the right to 

liquidate any transferred securities, or decline to accept particular securities into a 

Client's account. Covestor may consult with its Clients about the options and 

ramifications of transferring securities. However, Clients are advised that when 

transferred securities are liquidated, they are subject to transaction fees, fees assessed 

at the mutual fund level (i.e. contingent deferred sales charge) and/or tax ramifications. 

Covestor designs its Portfolios as long-term investments and asset withdrawals may impair the 

achievement of a Client's Investment Strategy. 

Portfolio Managers 

Managers can close a portfolio upon providing a 30-day notice at any time. When a closure occurs, 

Covestor will attempt to provide Clients with a selection of portfolios with similar strategies wherever 

possible. We cannot ensure that any comparable portfolios will be available, and, whether or not 

alternative portfolios exist, Clients are under no obligation to maintain an account. If a Client elects to 

invest in new portfolio, we will credit future management fees to the extent necessary to offset the 

transaction fees associated with liquidating the closed portfolio and purchasing securities in the new 

portfolio. Federal and state tax liabilities may also be incurred if liquidation results in long and/or short-

term gains. 

Replication issues and associated conflicts: 

a. While Covestor aims to replicate the Manager's Historical Trade Data as closely as possible, it 

will retain limited discretion over the trading due to certain limitations of replication. 

Examples include:  

i. As Historical Trade Data is not captured in real-time, and there may have been 

significant market movement in a security subsequent to a Manager making a trade and 

it being captured and subsequently executed by Covestor. 

ii. The size of a Client's account may not make it practical to replicate a certain trade 

initiated by a Manager. 

iii. A Client may have specified certain restrictions. 

b. The concept of Covestor is to allow investors to replicate Manager Trade Data that is based 

on historic trading records. This naturally leads to a significant conflict of interest as the 

Managers, and if an entity their respective officers, directors, employees and/or affiliates, will 

always trade ahead of Subscribers and Clients. 

i. It is illegal for anyone to manipulate the market for securities. 

ii. Managers certify that they are aware of the laws and will not make trades for the 

purpose of influencing a security due to the knowledge that Subscribers or Clients may 

be making similar trades after them. 
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c. Managers may themselves be SEC/state registered investment advisers, or unregistered. 

Regardless of registration status, we expect managers to exercise a reasonable level of care, 

diligence and skill. The Non-Registered Publishers are subject to a limited version of our Code of 

Ethics, and are required to report personal trading activity to Covestor. 

d. From time to time, Covestor’s CIO or other employees hold models that are selected for 

Multi-Manager Portfolios, which could present a conflict of interest in the selection of 

underlying portfolios. The Investment Management Team’s portfolio selection process employs 

objective criteria, and MMP composition is presented to the Investment Committee. 

Limited Investment Advice 

Covestor offers advice on each type of investment described under “Advisory Business.” However, 

Clients are advised: 

a. Covestor's investment advice is typically limited to facilitating subscribers’ ability to select 

Managers and Portfolios through the Risk Scoring system and guidance provided upon request 

by client service representatives. 

b. Covestor does not recommend specific securities. Investment decisions are made solely by 

Portfolio Managers. 

c. Covestor exercises discretion regarding which portfolios are selected within a multi-manager 

portfolio. The portfolios that are pre-selected for self-directed clients are disclosed on the 

website. 

d. Covestor exercises discretion regarding the selection of ETFs for the Core Strategy Portfolios. 

The ETFs that comprise these portfolios are evaluated and rebalanced on a periodic basis. 

e. Covestor may modify recommendations that are implied by Manager Content in certain 

circumstances. For example, some securities are not replicable under our Trading Rules. 

f. Any securities transferred to the custodian to fund an account are solely for liquidation and 

subsequent investment in a Portfolio or Portfolios. We do not issue recommendations on the 

further disposition of transferred securities. 

Use of Margin 

To the extent that a Client authorizes the use of margin, and Covestor thereafter employs margin in the 

management of the Client's investment portfolio, the market value of the Client's account and 

corresponding fee payable by the Client to Covestor will be increased. The Client is advised: 

a. Additional principal risks are associated with the use of margin. 

b. Potential conflicts of interests exist, as the Client's decision to employ margin shall 

correspondingly increase the management fee payable to Covestor. 
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c. The decision as to whether to employ margin or to select a Portfolio that requires the 

employment of margin is left totally to the discretion of the Client. 

Covestor trades in equity securities traded on U.S. exchanges and exchange traded funds (ETFs). 

Securities Lending 

Clients may opt to participate in Interactive Brokers LLC’s  securities lending program, which allows 

Interactive Brokers to lend certain securities held in the Client’s account. See the custodian’s website 

(https://www.interactivebrokers.com/Universal/servlet/Registration.formSampleView?doc=Agreements

/showSLDisclosure.jsp) for more detailed disclosures.  Covestor is not a participant or partner in this 

program, and Clients may elect to participate at their sole discretion. 

Risk of Loss 

All investment activities include the risk of loss. These investment risks fall in to several categories: 

Market Risk: Security prices may decrease due in response to direct and indirect events and 

market conditions, usually caused by factors independent of the specific attributes of the 

investment security. 

Inflation Risk: Rising inflation reduces the purchasing power of the underlying currency, which is 

the dollar for U.S. based investments. 

Liquidity Risk: Liquidity is the ability to convert an investment into cash. Investment assets are 

usually more liquid when established markets exist to trade those securities. For instance, U.S. 

Treasury bills and most equity securities have highly developed markets, while tangible property 

such as real estate and precious stones are less liquid. 

Reinvestment Risk: This is the risk that future gains may be reinvested at less favorable (lower) 

rates of return than currently available. 

Interest-rate Risk: Changes in interest rates may result in fluctuations in the prices of other 

investment vehicles. For example, when interest rates rise, fixed income securities prices fall. 

Currency Risk: Investments in non-U.S. based assets are subject to additional changes in 

valuation due to changes in currency exchange rates. 

Business Risk: This covers risks associated with specific industries or companies within an 

industry. 

Financial Risk: Excessive use of credit (borrowing) to finance a business’ operations increases 

the risk of profitability, because the company must cover its debt obligations in good and bad 

years. 

Counterparty Risk: The risk to each party of a contract that the counterparty will not live up to 

its contractual obligations. 
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Risks Specific to ETFs: 

1. Market Risk 

ETFs are typically designed to track the performance of certain indices, market sectors, or 

groups of assets such as stocks, bonds, or commodities.  ETF managers may use different 

strategies to achieve this goal, but in general they do not have the discretion to take defensive 

positions in declining markets.  Investors must be prepared to bear the risk of loss and volatility 

associated with the underlying index/assets. 

2. Tracking Errors 

Tracking errors refer to the disparity in performance between an ETF and its underlying index or 

its assets.  Tracking errors can arise due to factors such as the impact of transaction fees and 

expenses incurred by the ETF, changes in composition of the underlying index/assets, and the 

ETF manager’s replication strategy.  (The common replication strategies include: i) full 

replication, ii) representative sampling and iii) synthetic replication, which are discussed in more 

detail below.) 

3. Trading at Discount or Premium 

An ETF may be traded at a discount or premium to its Net Asset Value (NAV).  This price 

discrepancy is caused by supply and demand factors, and may be particularly likely to emerge 

during periods of high market volatility and uncertainty.  This occurrence may also be observed 

for ETFs tracking specific markets or sectors that are subject to direct investment restrictions. 

4. Foreign Exchange Risk 

Investors trading ETFs with underlying assets not denominated in US dollars are also exposed to 

exchange rate risk.  Currency rate fluctuations can adversely affect the underlying asset value, 

also affecting the ETF price. 

5. Liquidity Risk 

Market Makers (MMs) are exchange members that provide liquidity to facilitate trading in ETFs.  

Although most ETFs are supported by one or more MMs, there is no assurance that active 

trading will be maintained.  In the event that the MMs default or cease to fulfill their role, 

investors may not be able to buy or sell the product. 

6. Counterparty Risk Involved in ETFs with Different Replication Strategies 

(a) Full replication and representative sampling strategies: 

An ETF using a full replication strategy generally aims to invest in all constituent stocks or 

assets in the same weightings as its benchmark.  ETFs adopting a representative sampling 

strategy will invest in some, but not all of the relevant constituent stocks or assets.  For 

ETFs that invest directly in the underlying assets rather than through synthetic instruments 

issued by third parties, counterparty risk tends to be less of concern. 
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(b) Synthetic replication strategies: 

ETFs utilizing a synthetic replication strategy use swaps or other derivative instruments to 

gain exposure to a benchmark.  Currently, synthetic replication ETFs can be further 

categorized into two forms: 

i. Swap-based ETFs 

Total return swaps allow ETF managers to replicate the benchmark performance of 

ETFs without purchasing the underlying assets. 

Swap-based ETFs are exposed to counterparty risk of the swap dealers and may suffer 

losses if such dealers default or fail to honor their contractual commitments. 

ii.  Derivative-based ETFs 

ETF managers may also use other derivative instruments to synthetically replicate the 

economic benefit of the relevant benchmark.  The derivative instruments may be 

issued by one or multiple issuers. 

Derivative-based ETFs are subject to counterparty risk of the derivative instruments’ 

issuers and may suffer losses if such issuers default or fail to honor their contractual 

commitments.  

Even where collateral is obtained by an ETF, it is subject to the collateral provider fulfilling its 

obligations.  There is a further risk that when the right against the collateral is exercised, the market 

value of the collateral could be substantially less than the amount secured resulting in significant loss to 

the ETF. 

Disciplinary Information 

As of the date of this brochure, Covestor has not been subject to any legal or disciplinary actions 

material to a client’s or prospective client’s evaluation of Covestor’s advisory business. 

Other Financial Industry Activities and Affiliations 

Covestor is part of the Interactive Brokers Group, an automated global electronic broker and market 

maker. 

 

Interactive Brokers LLC is a related party to and is under common control with Covestor; both entities 

are subsidiaries owned by Interactive Brokers Group.  Interactive Brokers LLC is a registered Broker-

Dealer, Futures Commission Merchant and Forex Dealer Member, regulated by the U.S. Securities and 

Exchange Commission, the U.S. Commodity Futures Trading Commission and the National Futures 

Association, and is a member of the Financial Industry Regulatory Authority and several other self-

regulatory organizations.   
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Interactive Brokers LLC provides clearing and custody services for the Portfolio Sync trading platform, 

which replicates portfolio manager trades in client accounts in accordance with our internal trading 

rules and specific client restrictions. Trading is performed on an agency basis through Interactive Brokers 

LLC. 

 

Code of Ethics, Participation or Interest in Client Transactions and 

Personal Trading 

Covestor and persons associated with Covestor (“Associated Persons”) are permitted to buy or sell 

securities that are traded by Portfolio Managers for replication on the same day. Portfolio Managers 

trade at their own discretion, and without notice to us.  In addition, Associated Persons may also 

become clients of Covestor and, as such, any Covestor initiated trades for those Associated Persons will 

be replicated alongside all other Covestor clients. Covestor currently replicates trades initiated by 

Portfolio Managers in random order, so as not to affect any clients favorably or unfavorably. Associated 

Persons may also open brokerage accounts for use by Covestor as test accounts. Trades in these 

accounts are also replicated alongside all other Covestor clients. Covestor provides the owners of these 

test accounts with the funds to invest in these accounts. 

Covestor has adopted a code of ethics that sets forth the standards of conduct expected of its 

associated persons and requires compliance with applicable securities laws (“Code of Ethics”). In 

accordance with Section 204A of the Advisers Act, its Code of Ethics contains written policies reasonably 

designed to prevent the unlawful use of material non-public information by Covestor or any of its 

associated persons. The Code of Ethics also requires that certain of Covestor's personnel (called “Access 

Persons”) report their personal securities holdings and transactions and obtain pre-approval of certain 

investments such as initial public offerings and limited offerings. 

Clients may contact Covestor to request a copy of its Code of Ethics. 

Covestor's Code of Ethics permit Covestor's Access Persons to effect for themselves or for their 

immediate family (i.e., spouse, minor children, and adults living in the same household as the Access 

Person) transactions in a security which may be actively purchased or sold by Portfolio Managers for 

replication in any Covestor Client accounts. As mentioned above, Covestor's Access Persons are 

permitted to become clients of Covestor and their accounts and trade activity are managed alongside & 

consistent with Covestor's other clients. These requirements are not applicable to: (i) direct obligations 

of the Government of the United States; (ii) money market instruments, bankers' acceptances, bank 

certificates of deposit, commercial paper, repurchase agreements and other high quality short-term 

debt instruments, including repurchase agreements; (iii) shares issued by mutual funds or money 

market funds; (iv) shares issued by unit investment trusts that are invested exclusively in one or more 

mutual funds; and (v) accounts under the control of Covestor (i.e. those of Access Persons who are 

clients or maintain accounts for use as Covestor Test Accounts). 
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Generally, buy and sell orders executed in Covestor Client accounts will not be matched internally at 

Interactive Brokers LLC against the accounts of another Covestor Client, a customer of a Covestor 

affiliate, or a Covestor affiliate acting in a proprietary trading capacity. But all orders in Covestor Client 

accounts will be routed for execution in the open market, where they may still execute against the 

orders of Covestor affiliates and their customers.  

 

Generally, Interactive Brokers LLC will not intentionally designate orders in Covestor Client accounts to 

trade with the orders of Covestor affiliates engaged in proprietary trading, although Covestor Client 

orders may still execute against the orders of Covestor affiliates and their customers on the open 

market. This may affect the timing, price and quantity of the execution Covestor Clients receive. 

 

Covestor Clients also may consent to their orders being designated to trade against the orders of 

liquidity providers who are Interactive Brokers customers either in Interactive Brokers LLC’s alternative 

trading system or on a public exchange through a facilitation/price improvement procedure.  (These 

liquidity providers may offer prices better than would otherwise be available).  Interactive Brokers LLC 

will act as broker for and receive commissions from both parties to these transactions.  Covestor Clients 

may revoke their written consent to such transactions at any time by providing written notice to 

Covestor or Interactive Brokers LLC. 

 

Brokerage Practices 
 

Covestor establishes relationships with selected brokers to provide brokerage services to Covestor 

clients. All brokerage commissions and/or transactions fees charged by these selected brokers are 

exclusive and in addition to Covestor fees. Factors which Covestor considered in its selection of selected 

brokers and will consider in recommending any other broker-dealer include financial strength, 

reputation, execution, pricing, research, and services. The commissions and/or transaction fees charged 

by these selected brokers may be higher or lower than those charged by other broker-dealers. The 

commissions paid by Covestor's clients shall comply with Covestor's duty to obtain “best execution.” In 

seeking best execution, Covestor not only considers the cost, but also whether the transaction 

represents the best qualitative execution, taking into consideration the full range of a broker-dealer's 

services, including the value of research provided, execution capability, commission rates, and 

responsiveness. Therefore, while Covestor will seek competitive rates, it may not necessarily obtain the 

lowest possible commission rates for client transactions. Covestor shall periodically and systematically 

review its policies and procedures regarding recommending broker-dealers to its Clients in light of its 

duty to obtain best execution, but may consider other brokerage firms. 
Currently, due to technical and best execution considerations, Covestor is only utilizing the brokerage 

services of Interactive Brokers LLC, a related party. All such trades are affected on an agency basis. 

When selecting broker-dealers, Covestor does not consider whether Covestor or a related party receives 

client referrals from that broker-dealer. But the use of an affiliate for brokerage services may represent 

a conflict of interest.   

Covestor does not currently utilize trade aggregation on behalf of its clients. Covestor’s trade replication 

process generates individual market orders for clients. As a result, execution prices vary across clients, 

even if the accounts trade in the same security on the same day. 
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Soft Dollar Arrangements 

Consistent with obtaining best execution, brokerage transactions may be directed to certain broker-

dealers in return for investment research products and/or services which assist Covestor in its 

investment decision making process. Such research generally will be used to service all of Covestor's 

Clients, but brokerage commissions paid by one Client may be used to pay for research that is not used 

in managing that Client's Portfolio. The receipt of investment research products and/or services as well 

as the allocation of the benefit of such investment research products and/or services poses a conflict of 

interest. We currently have no arrangements to receive investment research products and/or services. 

Covestor may receive from its selected brokers, without cost to Covestor, computer software and 

related systems support, which allow Covestor to better monitor Client accounts maintained at these 

selected brokers. Covestor may receive the software and related support without cost because Covestor 

renders investment management services to Clients that maintain assets at these selected brokers. In 

fulfilling its duties to its Clients, Covestor endeavors at all times to put the interests of its Clients first. 

Clients should be aware however, that Covestor's receipt of economic benefits from a broker-dealer 

creates a conflict of interest since these benefits may influence Covestor's choice of broker-dealer over 

another broker-dealer that does not furnish similar software, systems support, or services. Additionally, 

Covestor may receive the following benefits from its selected brokers: receipt of duplicate Client 

confirmations and bundled duplicate statements; access to a trading desk that exclusively services 

registered investment adviser participants; access to block trading which provides the ability to 

aggregate securities transactions and then allocate the appropriate shares to Client accounts; and access 

to an electronic communication network for Client order entry and account information. We currently 

have no arrangements to receive such software or system support. 

Review of Accounts 

Covestor implements these services for their advisory Clients by providing: 

1. Collaboration with each Client on the appropriate investment strategy for their investment 

objectives. This investment strategy includes overall objectives, Manager Content preferences, 

risk tolerance, and other guidelines and restrictions specified by the Client. Covestor utilizes 

aspects of the Clients investment strategy to calculate a Client's Risk Score, which Covestor uses 

during the subscription and trade replication processes. 

2. Access to Manager Content and evaluation of appropriateness of Manager Portfolios, including: 

a. Asset allocation; 

b. Asset selection; and 

c. Trade activity implied by selected Portfolios, trade type, and projected costs. 

3. Implementation of investment strategy on behalf of Client: 

a. Portfolio Management & Accounting; 
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b. Subscription to selected Portfolios, provided the Client's Risk Score is greater than or 

equal to the Portfolio's Risk Score; and 

c. Trade Execution, in order to best replicate the selected Portfolio's Historical Trade Data 

in the brokerage account of the Client. 

4. Investment activity in all Client accounts is monitored periodically by the Chief Investment 

Officer for potential conflicts with the Client’s stated investment objectives and risk tolerances, 

namely in the areas of liquidity, risk exposure, and investment strategy and trade activity 

associated with subscriptions. 

5. Clients are contacted periodically regarding their accounts by Client Services staff. In addition, 

Covestor provides additional reporting to its clients through its website: www.covestor.com. 

Clients have direct access to their secure, private account detail pages, where they can revise 

their investment objectives; view their account holdings, daily account activity and 

performance, plus access their monthly Portfolio reports detailing performance and risk 

exposure. 

6.  Clients are advised to promptly notify Covestor if they wish to impose any reasonable 

restrictions upon Covestor's management services or make any other changes to the 

management of their assets. 

Client Referrals and Other Compensation 

Solicitations and Referrals 

If a Client is introduced to Covestor by either an unaffiliated or an affiliated solicitor, Covestor pays that 

solicitor a referral fee in accordance with the requirements of Rule 206(4)-3 of the Advisers Act and any 

corresponding state securities law requirements. Any such referral fee shall be paid solely from 

Covestor's investment management fee, and shall not result any additional charge to the Client. If the 

Client is introduced to Covestor by an unaffiliated solicitor, the solicitor shall provide the Client with a 

copy of Covestor’s written disclosure statement that meets the requirements of Rule 204-3 of the 

Advisers Act, and a copy of the solicitor’s disclosure statement containing the terms and conditions of 

the solicitation arrangement, including compensation (the “Solicitation Documents”). The Solicitation 

Documents may also be delivered electronically by Covestor prior to or simultaneously with account 

opening. Generally, referral programs create a conflict of interest by providing an incentive to 

unaffiliated persons. Any affiliated solicitor of Covestor shall disclose the nature of his/her relationship 

to prospective Clients at the time of the solicitation and will provide all prospective Clients with a copy 

of Covestor’s written disclosure statement at the time of the solicitation. 

Portfolio Manager Compensation 

Covestor compensates Managers with a Subscription Fee. 
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Custody 

Recommended Custodian & Clearing Services 

Covestor shall generally recommend that Clients utilize the brokerage and clearing services of selected 

financial institutions. Covestor only implements its investment management services after the member 

has arranged for and furnished Covestor with all information and authorization regarding accounts with 

appropriate financial institutions. Financial institutions shall include, but are not limited to, Interactive 

Brokers LLC, a related party of Covestor, other broker-dealers recommended by Covestor, broker-

dealers directed by the Client, trust companies, banks and other appropriate institutions (collectively 

referred to herein as “Financial Institutions”). 

Covestor may be deemed to have custody of Client funds and securities by virtue of its affiliation with 

Interactive Brokers LLC, the qualified custodian for Client funds and securities.  Interactive Brokers LLC 

sends quarterly account statements directly to Covestor clients identifying the amount of funds and 

securities in their account(s) at the end of the period and setting forth all transactions in the account(s) 

during that period.  Covestor clients should carefully review those statements to ensure that they 

accurately reflect the transactions in their Covestor account(s). 

Clients are advised as follows: 

1. Clients may incur certain charges imposed by the Financial Institutions and other third parties: 

a. Such charges include; custodial fees, charges imposed directly by a mutual fund or 

exchange traded fund in the account, which shall be disclosed in the fund's prospectus 

(e.g., fund management fees and other fund expenses), deferred sales charges, odd-lot 

differentials, transfer taxes, wire transfer and electronic fund fees, and other fees and 

taxes on brokerage accounts and securities transactions. 

b. For assets outside of any existing wrap fee programs, Clients may incur brokerage 

commissions and transaction fees. 

c. All such charges, fees and commissions are exclusive of and in addition to Covestor's 

fee. 

2. Covestor's Client Agreement and/or the separate agreement with the Financial Institutions 

authorizes Covestor through any such Financial Institution to debit the Client's account for the 

amount of Covestor's fees and to directly remit those fees to Covestor in accordance with 

applicable custody rules. 

3. The Financial Institutions recommended by Covestor have agreed to send a statement to the 

Client, at least quarterly, indicating all amounts disbursed from the account including the 

amount of management fees paid directly to Covestor. 
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Investment Discretion 

As authorized in the Covestor Client Agreement, Covestor assumes limited discretionary authority over 

the client’s assets placed with Covestor for management. This is done via a limited power of attorney 

granting Covestor the ability to initiate financial transactions and trades on behalf of its clients in order 

to replicate trades executed in Portfolios clients are subscribed to. Clients maintain authority to change 

their subscription status, and to have restrictions placed on the type of securities to be bought or sold 

for their account. 

Voting Client Securities 

Covestor does not vote proxies on behalf of its Clients. 

Financial Information 

Covestor does not require or solicit the prepayment of its advisory fees, and does not have any adverse 

financial condition that is reasonably likely to impair its ability to meet contractual and fiduciary 

commitments to clients. Covestor has never been the subject of a bankruptcy proceeding.  

Covestor is not self-sustaining through its advisory fee revenue alone.  Clients may obtain information 

about the financial condition of Interactive Brokers Group, Inc. by visiting the Group’s website at 

https://investors.interactivebrokers.com/ir/main.php  

Requirements for State-Registered Advisers 

Because our principal place of business exists outside the U.S. in the United Kingdom, Covestor is not 

required to register with individual states. We qualify to register directly with the U.S. Securities and 

Exchange Commission. However, we make notice filings in states that require such notice under state 

“Blue Sky” laws. 

AML Officer Contact Information 

Covestor’s AML Officer is Andrew Marchment, 1 Duchess Street, London, United Kingdom W1W 6AN, 44 

20 7580 5523. 
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Part 2B: Brochure Supplement 

Associated Persons 

Education and Business Standards 

All associated persons who render investment advisory services on behalf of Covestor must have earned 

a college degree and/or have substantive investment-related experience. In addition, all such individuals 

shall have attained all required investment-related licenses and/or designations. 

Associated Persons 

Bhargav Shivarthy, Director Client Relations 

Born 1982 

Educational Background: 

New York University, 08/2001 to 08/2005, BA – Economics 

Center For Learning (India), 05/1999 to 05/2001, A-Levels 

Business Experience: 

Covestor, Director Client Relations, 06/2009 – present 

Anantha Energy Pvt., Ltd., Analyst, 05/2008 – 05/2009 

Oppenheimer & Co, Inc., Intern/Trainee, 05/2005 – 05/2008 

Disciplinary Information: 

None 

Other Business Activities: 

None 

Additional Compensation: 

Client advisers may receive a performance bonus. Any such bonus, if received, is paid 

from firm revenues. 

Alexander MacAndrew, Investment Analyst 

Born 1983 

Educational Background: 

University of Nottingham, 08/2004 to 07/2007, BA(Hons) – Finance, Accounting and 

Management. 

Business Experience: 

Covestor, Investment Analyst, 11/2011 – present 
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Dimensional Fund Advisors, Analyst, 08/2009 – 11/2011 

UBS Investment Bank, Equity Sales, 08/2007 – 06/2009 

Professional Certifications: 

Chartered Financial Analyst, awarded 11/2011 

CFA Charter Financial Advisor Statement for SEC Form ADV 

The Chartered Financial Analyst (CFA) charter is a globally respected, graduate-level investment 

credential established in 1962 and awarded by CFA Institute — the largest global association of 

investment professionals.  

There are currently more than 90,000 CFA charter holders working in 135 countries. To earn the 

CFA charter, candidates must: 1) pass three sequential, six-hour examinations; 2) have at least 

four years of qualified professional investment experience; 3) join CFA Institute as members; 

and 4) commit to abide by, and annually reaffirm, their adherence to the CFA Institute Code of 

Ethics and Standards of Professional Conduct. 

High Ethical Standards 

The CFA Institute Code of Ethics and Standards of Professional Conduct, enforced through an 

active professional conduct program, require CFA charter holders to: 

• Place their clients’ interests ahead of their own 

• Maintain independence and objectivity 

• Act with integrity 

• Maintain and improve their professional competence 

• Disclose conflicts of interest and legal matters 

Global Recognition 

Passing the three CFA exams is a difficult feat that requires extensive study (successful 

candidates report spending an average of 300 hours of study per level). Earning the CFA charter 

demonstrates mastery of many of the advanced skills needed for investment analysis and 

decision making in today’s quickly evolving global financial industry. As a result, employers and 

clients are increasingly seeking CFA charter holders—often making the charter a prerequisite for 

employment. 

Additionally, regulatory bodies in 19 countries recognize the CFA charter as a proxy for meeting 

certain licensing requirements, and more than 125 colleges and universities around the world 

have incorporated a majority of the CFA Program curriculum into their own finance courses. 

 

 



Covestor, Ltd. Informational Brochure 

 

Covestor, Ltd. Informational Brochure May 29, 2015 Page 24 

Comprehensive and Current Knowledge 

The CFA Program curriculum provides a comprehensive framework of knowledge for investment 

decision making and is firmly grounded in the knowledge and skills used every day in the 

investment profession. The three levels of the CFA Program test a proficiency with a wide range 

of fundamental and advanced investment topics, including ethical and professional standards, 

fixed-income and equity analysis, alternative and derivative investments, economics, financial 

reporting standards, portfolio management, and wealth planning. 

The CFA Program curriculum is updated every year by experts from around the world to ensure 

that candidates learn the most relevant and practical new tools, ideas, and investment and 

wealth management skills to reflect the dynamic and complex nature of the profession. 

To learn more about the CFA charter, visit www.cfainstitute.org 

Disciplinary Information: 

None 

Other Business Activities: 

None 

Additional Compensation: 

None 
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Key Personnel 

The following individuals currently hold key management responsibility within Covestor. 

Asheesh Advani, Chief Executive Officer 

Born 1971 

Educational Background: 

University of Pennsylvania, Wharton School – 1994, BSc. Economics (Finance) 

Oxford University, St. Anthony’s College – 1995, MSc. Economics for Development 

Oxford University, St. Anthony’s College – 1998, DPhil., Management 

Business Experience: 

Covestor, Ltd., Chief Executive Officer, 7/2011 – present 

Thomson Reuters, Global Head of Financial Advisor Products (Lipper and Digital 

Ventures division), 11/2010 - 5/31/2011 

Thomson Reuters, VP/GM, New Media Markets (Content, Technology, Operations – 

ClearForest division), 1/2010 - 11/2010 

Virgin Money USA, Chief Executive Officer, 5/2007 - 5/2009 

CircleLending, Founder & Chief Executive Officer, 11/2000 - 05/2007 

Disciplinary Information: 

None 

Other Business Activities: 

None 

Additional Compensation: 

None 

Sanjoy Ghosh, Chief Investment Officer 

Born 1973 

Educational Background: 

Colgate University, B.A., Economic and Math, 1992 - 1996 

Wharton, University of Pennsylvania, M.A, and Ph.D, Finance, 1996 - 2000 

Business Experience: 

Covestor Ltd., Chief Investment Officer, 05/2013 – Present 

Panagora Asset Management, Director, Equities, 7/2004 - 4/2013 
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Disciplinary Information: 

None 

Other Business Activities: 

None 

Additional Compensation: 

None 

Steven S. Holstein, Chief Marketing Officer 

Born: 1960 

Educational Background: 

Clark University, B.A. Economics – 1982 

Boston University, MBA - 1988  

Business Experience (past five years): 

Covestor, Ltd., Chief Marketing Officer - 12/2013-Present 

Unemployed, 3/2013 – 11/2013 

Guardian, Chief Marketing Officer, 8/2000 – 2/2013 

MassMutual Financial Group, Senior Vice President, Marketing & Market Development, 

2000-2009 

Disciplinary Information: 

None 

Other Business Activities: 

Advisory Board: Dolan Capital Group 

Additional Compensation: 

None 

Antoine M. Devine, General Counsel & Chief Compliance Officer 

Born 1957 

Educational Background: 

University of Texas School of Law – 1991, JD 
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George Washington University School of Law – Fall 1990 

Jackson State University, B.S. Finance, 1979 

Professional Certifications: 

Member, California Bar Association – 1993 – Present 

In-House Counsel, Massachusetts Bar Association – 2012 – Present 

In-House Counsel, NY Bar Association – 2011 – 2012 

Business Experience: 

Covestor, Ltd., General Counsel & Chief Compliance Officer, 9/2011 - Present 

Securities Compliance Services, President, 01/2008 – 09/2011 

Unemployed, 09/2007 – 12/2007 

Schott Capital Management, Legal & Compliance Consultant, 03/2007 – 08/2007 

Unemployed, 03/2006 – 02/2007 

Kelmoore Investment Company, General Counsel & Chief Compliance Officer, 12/2003 – 

02/2006 

Disciplinary Information: 

None 

Other Business Activities: 

None 

Additional Compensation: 

None 

 


