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This Brochure provides information about the qualifications and business practices of 
IndexIQ Advisors LLC (“IndexIQ”).  If you have any questions about the contents of this 
Brochure, please contact us at (888) 934-0777.  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. 

IndexIQ is an investment adviser registered with the SEC.  Registration with the SEC does 
not imply any level of skill or training.   

Additional information about IndexIQ also is available on the SEC’s website at 
www.adviserinfo.sec.gov. 
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ITEM 2 – MATERIAL CHANGES 

This is IndexIQ’s initial narrative Brochure prepared in accordance with Part 2A of Form ADV.  
There are no material changes to report. 
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ITEM 4 – ADVISORY BUSINESS 

ADVISORY SERVICES 

IndexIQ manages $664,227,674 of client assets on a discretionary basis as of February 28, 2011. 

IndexIQ Advisors LLC (“IndexIQ”) has been operating since July 2007 and has been registered 
as an investment adviser with the Securities and Exchange Commission (the “SEC”) since 
August 9, 2007.  IndexIQ is a wholly-owned by Financial Development Holdco (“HoldCo”).  
HoldCo is the wholly-owned subsidiary of Financial Development, LLC. 

HoldCo creates proprietary indexes and other financial products (the “HoldCo Products”).  
IndexIQ provides investment advisory services to clients utilizing the HoldCo Products. 

IndexIQ offers discretionary investment advisory services to registered investment advisors, 
broker-dealers, and to open-end Registered Investment Companies (“RICs”) operating as mutual 
funds (“Mutual Funds”) or exchange-traded funds (“ETFs”), as well as to individuals, trusts, 
retirement accounts (IRAs, pensions and profit sharing plans), corporations and other 
institutions.  IndexIQ also offers services to Unified Managed Account (“UMA”), Wrap 
(“Wrap”), and other advisory programs of third-party sponsors (collectively, “Sponsored 
Programs”). 

IndexIQ has the discretion to retain third-party subadvisors (each, a “Subadvisor”) for portfolio 
management services.  In the event a Subadvisor is retained for a client account, IndexIQ will 
delegate trading authority to the Subadvisor subject to IndexIQ’s oversight.  IndexIQ also may 
enter into partnerships with third parties to offer HoldCo Products, or to develop new products. 

I.  Managed Accounts 

IndexIQ will enter into a Managed Account Agreement (each, an “Account Agreement”) with 
non-RIC clients or financial institutions that offer Sponsored Programs in which IndexIQ 
participates.  Generally, all of IndexIQ’s accounts that are linked to the same HoldCo Product 
will hold the same securities positions at the same proportions. 

II.  Sponsored Wrap Fee, Unified Managed Account, and Related Programs 

IndexIQ participates in various Sponsored Programs through which clients of broker-dealers and 
other financial institutions retain IndexIQ under wrap fee or other arrangements offered by the 
programs’ sponsors wherein the client selects IndexIQ from among the investment advisers 
presented by the broker or financial institution to the client.  The broker or financial institution 
also may evaluate IndexIQ’s performance, execute the portfolio transactions, and/or provide 



 

custodial services for the client's assets.   IndexIQ currently participates in sponsored programs 
of Morgan Stanley Smith Barney.  

IndexIQ also participates in programs pursuant to which it enters into advisory agreements 
directly with the client of Wrap programs.  In these programs, IndexIQ typically is directed to 
execute all trades with the Wrap sponsor, consistent with its duty to seek best execution. IndexIQ 
expects that in such programs a substantial percentage, if not all, of the client's transactions will 
be executed with the program sponsor, as the client generally does not pay commissions separate 
from the wrap fee paid to the sponsor.  IndexIQ receives a portion of the wrap fee for its 
services.   

A Sponsored Program client may terminate the account arrangement upon a specified period of 
notice to the broker or other financial institution and upon termination any prepaid fee is 
refundable on a pro-rata basis for the period unearned. 

Although the foregoing describes how these Sponsored Programs operate and IndexIQ’s role in 
these programs, each program’s operations may contain certain features or roles of IndexIQ that 
vary from the description herein. 

For additional information about these Sponsored Programs, please consult the disclosure 
brochures of the Sponsored Programs.  

III.  Model Portfolios 

From time to time, IndexIQ may enter into agreements to provide model securities portfolios 
(“Model Portfolios”) to other investment advisers pursuant to which IndexIQ may have 
discretion to select securities for the other adviser or for the accounts managed by the other 
adviser.  In these cases, IndexIQ typically is responsible only for providing the other advisor an 
updated Model Portfolio on a periodic basis.  

IV.  Registered Investment Companies 

IndexIQ provides investment advisory services to open-end RICs operating as Mutual Funds or 
ETFs (collectively with mutual funds, the “Registered Funds” and, each, a “Registered Fund”) in 
accordance with Investment Advisory Agreements with the RIC as approved by the applicable 
RIC’s Board of Trustees (“Board”).  For its RIC clients, IndexIQ has the overall responsibility 
for the general management and administration of the Registered Funds, subject to the 
supervision of the applicable Board.  In accordance with the applicable Investment Advisory 
Agreements, IndexIQ provides an investment program for each Registered Fund and manages 
the investment of each Registered Fund’s assets in conformity with the stated investment policies 
of such Registered Fund or retains Subadvisors to manage a Registered Fund’s assets if IndexIQ 
does not provide these services directly.  IndexIQ or a Subadvisor is responsible for placing 



 

purchase and sale orders and providing continuous supervision of the investment portfolio of 
each of the Registered Funds.  IndexIQ is also generally responsible for arranging 
administration, transfer, custodial, and all other non-distribution related services for the 
Registered Funds to operate.  IndexIQ does not provide custodial or other administrative services 
to the Registered Funds.  At no time will IndexIQ accept or maintain custody with respect to a 
Registered Fund’s assets.  Information about each Registered Fund, including information about 
strategies, fees, risks and other material information, is contained in its prospectus.    

TERMINATION OF ACCOUNTS AND ADVISORY AGREEMENTS   

Non-Sponsored Managed Accounts:  Account Agreements in non-Sponsored Programs generally 
may be terminated by either the client or IndexIQ upon a specified period of prior written notice, 
generally 10 days.  IndexIQ may assign the Account Agreements upon a specified period of 
written notice. 

Sponsored Programs: Agreements with sponsors of UMA, Wrap and other similar programs 
generally may be terminated by the parties upon a specified period of prior written notice, 
generally 90 days. 

Model Portfolios: Model Portfolio agreements between IndexIQ and the client generally may be 
terminated upon a specified period of prior written notice, generally 10 days. 

RICs:  Investment Advisory Agreements with RICs terminate immediately upon assignment or 
IndexIQ may terminate upon 60 days prior written notice. Investment Advisory Agreements 
must be renewed by the applicable RIC’s Board on an annual basis after their initial two-year 
term. 

ITEM 5 – FEES AND COMPENSATION 

I.  Managed Accounts 

As compensation for IndexIQ’s management of client managed accounts (each, an “Account”), 
clients generally pay IndexIQ a Management Fee (defined below) and/or a fixed fee.  IndexIQ’s 
fees generally will be deducted directly from the client’s custodial accounts.  Clients should be 
aware of their responsibility to verify the accuracy of the fee calculation submitted to the 
custodian by IndexIQ, as the custodian will not determine whether the fee has been properly 
calculated. 

Generally, fees are negotiated on a case by case basis with the client, and are determined based 
upon a number of factors, including the amount of work involved, the assets placed under 
management and the attention needed to manage the Account.  Actual fees may be higher or 
lower than the range provided below based on individual client negotiations. 



 

Generally, a management fee (the “Management Fee”) for managed accounts in non-Sponsored 
Programs may range between 50 to 70 basis points based on the amount of assets under 
management, and is generally negotiable for accounts with $100 million or more of assets under 
management.  The Management Fee typically will be paid quarterly in advance, as of the last day 
of each calendar quarter, based on the average assets under management for the quarter, before 
reduction for the Management Fee as of such date.   The Management Fee shall be appropriately 
pro-rated for any termination of the Account Agreement as of a date other than a calendar 
quarter-end.   

In certain cases, IndexIQ may agree with a client to a fixed fee to be paid on a monthly or 
quarterly basis.  The rate of a fixed fee will depend on, among other things, the size of the 
Account, whether the client has other assets managed by IndexIQ, and the other terms agreed 
upon by the client and IndexIQ.  The fee typically will be paid monthly or quarterly in advance, 
as of the last day of each calendar month or quarter, based on the average assets under 
management for the month or quarter, before reduction for the Management Fee as of such date.   
The Management Fee shall be appropriately pro-rated for any termination of the Account 
Agreement as of a date other than a calendar month-end or quarter-end. 

II.  Sponsored Programs 

Wrap Accounts 

Payment of IndexIQ’s advisory fee is generally arranged by the broker or financial institution on 
behalf of the client.  In Wrap and certain other programs, all such services of the broker or 
financial institution are paid for by a single fee from the client to the broker or other financial 
institution.  IndexIQ receives a portion of the wrap fee for its services. 

Other Sponsored Programs 

IndexIQ also participates in Sponsored Programs pursuant to which it enters into advisory 
agreements directly with the client of a program sponsor.  In these programs, IndexIQ typically 
is directed to execute all trades with the program sponsor, consistent with its duty to seek best 
execution. IndexIQ expects that in such programs a substantial percentage, if not all, of the 
client's transactions will be executed with the program sponsor, as the client generally does not 
pay commissions separate from the program fee paid to the sponsor. 

While IndexIQ’s compensation in Sponsored Programs may be lower than IndexIQ’s standard 
managed account fee schedule, the overall cost of a Wrap or other sponsored program 
arrangement may be higher than the client otherwise would experience by paying IndexIQ’s 
standard fees and negotiating transactions with a broker or dealer that are payable on a per 
transaction basis.   



 

The management fee for managed accounts in Sponsored Programs may range between 40 to 70 
basis points based on the amount of assets invested in the strategy.  Fees typically are paid on a 
quarterly basis, in advance, valued as of the last business day of each calendar quarter.  

III.  Model Portfolios 

IndexIQ’s compensation in Model Portfolio arrangements typically ranges between 50 to 90 
basis points based on the total assets in accounts managed by the advisor through the use of the 
Model Portfolios, or a fixed fee.  Fees typically are paid on a quarterly basis, in advance, valued 
as of the last business day of each calendar quarter.   

IV.  Registered Investment Companies 

For its services to a RIC, IndexIQ receives an advisory fee generally ranging from 0.48% to 
0.95% of average daily net assets, payable in arrears on a monthly basis.  Additional information 
regarding fees is set forth in the applicable Registered Fund’s prospectus.   

V.  General Fee Information 

Generally, all fees to clients other than RICs are subject to negotiation.  To the extent a 
Subadvisor is retained for a client account, the fees of such Subadvisor will be paid from the fees 
of IndexIQ.  

In addition to the above fees, each client is responsible for all expenses related to its Account, 
including brokerage commissions, custodial fees, interest on margin borrowing and the fees or 
expenses of any Mutual Funds and/or ETFs in which the account invests.  Mutual Funds and 
ETFs also charge internal management fees, which are disclosed in the applicable prospectus.  
Clients will incur brokerage and other transaction costs.  Upon termination of any account, any 
prepaid, unearned fees will be promptly refunded, and any earned, unpaid fees will be due and 
payable.  Please see Item 12 herein with respect to IndexIQ’s brokerage practices. 

ITEM 6 – PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT 

IndexIQ does not charge any performance-based fees (fees based on a share of capital gains or 
capital appreciation of the assets of a client).  

ITEM 7 – TYPES OF CLIENTS 

IndexIQ offers its services to registered investment advisors, broker-dealers, RICs operating as 
ETFs and Mutual Funds, as well as to high net worth individuals, trusts, retirement accounts 
(IRAs, pensions and profit sharing plans), state or municipal government entities, corporations 



 

and other institutions.  IndexIQ also offers its services to UMA, Wrap, and other advisory 
programs of third-party sponsors. 

Generally, the minimum dollar value of assets required to set up an investment advisory account 
with IndexIQ is $10,000,000; however, IndexIQ has discretion to waive the account minimum.  
IndexIQ may choose to raise the account minimum based on several factors, including, without 
limitation, the complexity or capacity of the underlying strategy.  The minimums generally may 
be different in advisory products offered in Sponsored Programs. 

ITEM 8 – METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF LOSS 

There can be no assurances that a client will achieve its investment objective or that the 
strategies pursued and methods utilized by IndexIQ will be successful under all or any market 
conditions.  

I.  Investment Strategies for RICs (ETFs and Mutual Funds) 

ETF Investment Strategies 

IndexIQ’s ETF clients seek investment results that correspond (before fees and expenses) 
generally to the price and yield performance of its underlying index (the “Underlying Index”). 
The Underlying Indexes used by ETF clients generally seek to track the performance of specific 
a) alternative investment strategies by tracking, for example, the “beta” portion of hedge fund 
returns (i.e., that portion of the returns of hedge funds that are non-idiosyncratic, or unrelated to 
manager skill) of a combination of hedge funds pursuing a particular strategy; b) sectors of 
publicly traded issuers in specific countries or regions; c) sectors or industries of publicly traded 
issuers either globally or domestically; or d) other discrete strategies as disclosed in an ETF’s 
prospectus and statement of additional information.   

Certain IndexIQ ETFs may be a fund-of-funds which means it invests, under normal 
circumstances, at least 80% of its net assets, plus the amount of any borrowings for investment 
purposes, in the investments included in its Underlying Index, which includes underlying funds.  

Each Underlying Index consists of a number of components (“Underlying Index Components”) 
selected in accordance with IndexIQ’s rules-based methodology of such Underlying Index. For 
IndexIQ ETFs that are a fund-of-funds, Underlying Index Components will include primarily 
ETFs and/or other exchange-traded vehicles issuing equity securities organized in the U.S., such 
as exchange traded vehicles (“ETVs”). Each IndexIQ ETF may also invest in one or more 
financial instruments, including but not limited to futures contracts and swap agreements 
(collectively, “Financial Instruments”). 

Each ETF employs a “passive management” — or indexing — investment approach designed to 
track the performance of the Underlying Index, which was developed Holdco, the parent 
company of IndexIQ. 



 

With regard to RIC clients, IndexIQ pays HoldCo a licensing fee on a per product basis of 0.15% 
of assets under management.  Similar licensing fees may apply for managed account clients and 
IndexIQ offerings through Sponsored Programs.  

Mutual Fund Investment Strategy 

IndexIQ’s Mutual Fund client seeks investment results that correspond (before fees and 
expenses) generally to the price and yield performance of its underlying index, the IQ Alpha 
Hedge Index (the “Index”). The Index seeks to provide superior returns (“alpha”) relative to the 
Standard & Poor’s 500® Composite Stock Total Return Index (the “S&P 500 Index”) with lower 
volatility than the S&P 500 Index and correlation to the S&P 500 Index that is similar to the 
correlation between hedge funds (as measured by broad-based hedge fund indexes) and the S&P 
500 Index. 

The Mutual Fund client is a fund-of-funds which means it invests, under normal circumstances, a 
significant portion of its assets in underlying funds, including ETFs and other ETVs 
(collectively, “Underlying ETFs”).  The Mutual Fund client will take both long and short 
positions in the Underlying ETFs in which it invests.  The Mutual Fund also invests in Financial 
Instruments. The Mutual Fund client uses total return swaps as a principal investment strategy to 
increase the overall exposure of the Mutual Fund client to replicate the leveraged exposures of its 
Underlying Index and may also use total return swaps to effect certain short positions reflected in 
its Underlying Index. The exposure of the Mutual Fund client will vary but in any event will be 
no more than 200% of net assets as of each monthly rebalance date. 

The mutual fund  employs a “passive management” — or indexing — investment approach 
designed to track the performance of its Underlying Index, which was developed by Holdco, the 
parent company of IndexIQ. The Underlying Index consists of a number of Underlying Index 
Components selected in accordance with the Underlying Index’ rules-based methodology. Such 
Underlying Index Components include long and short positions primarily in ETFs, but may also 
include ETVs. 

II.  Investment Strategies for Managed Accounts, Sponsored Programs and Model Portfolios 

IndexIQ uses the fundamental method of security analysis.  With respect to its managed account, 
Sponsored Program and Model Portfolio clients, IndexIQ uses substantially the same methods of 
analysis, and employs substantially the same investment strategies, as those described above for 
IndexIQ’s RIC clients. 

III.  Risk Factors 

Investing in securities involves risk of loss that clients should be prepared to bear.  A brief 
explanation of the material risks associated with IndexIQ’s principal investment strategies and 
methods of analysis follows.  Additional risk factors are set forth in the prospectus of each 
Registered Fund.   

 

 



 

Investment Strategy Risk Factors 

Equity Securities & Fixed Income 

Equity securities investments will include positions in common stocks, including preferred 
stocks and convertible securities.  Equity securities fluctuate in value in response to many 
factors, including the activities and financial condition of individual companies, the business 
market in which individual companies compete, industry market conditions, and general 
economic environments. 

Fixed-income securities are subject to interest rate, market and credit risk.  Interest rate risk 
relates to changes in a security’s value as a result of changes in interest rates generally.  Even 
though such instruments are investments that may promise a stable stream of income, the prices 
of such securities are inversely affected by changes in interest rates and, therefore, are subject to 
the risk of market price fluctuations.  In general, the values of fixed-income securities held long 
can be expected to increase when prevailing interest rates fall and decline when interest rates 
rise, while the values of fixed-income securities sold short can be expected to decline when 
prevailing interest rates fall and increase when interest rates rise.  Due to the resetting of interest 
rates, adjustable-rate securities are less likely than non-adjustable rate securities of comparable 
quality and maturity to increase or decrease significantly in value when market interest rates fall 
or rise, respectively.  Market risk relates to the changes in the risk or perceived risk of an issuer, 
country or region. Credit risk relates to the ability of the issuer to make payments of principal 
and interest. The values of income securities may be affected by changes in the credit rating or 
financial condition of the issuing entities.  Income securities denominated in non-U.S. currencies 
are also subject to the risk of a decline in the value of the denominating currency relative to the 
U.S. dollar. 

Option Trading 

An option is a right, purchased for a certain price, to either buy or sell the underlying instrument 
or product during or at the end of a certain period of time for a fixed price.  The risks in trading 
options are different from the risks in trading the underlying instruments or products, and trading 
in options can provide a greater potential for profit or loss than an equivalent investment in the 
underlying asset.  For example, if a client account buys an option (either to sell or buy an 
underlying instrument or product), it will be required to pay a “premium” representing the 
market value of the option.  The value of an option may decline because of a decline in the value 
of the underlying asset relative to the strike price, the passage of time, changes in the market’s 
perception as to the future price behavior of the underlying asset or any combination thereof.  
Unless the price of the underlying instrument or product changes and it becomes profitable to 
exercise or offset the option before it expires, a client account may lose the entire amount of the 
premium.  Conversely, if a client account sells an option (either to sell or buy an underlying 
instrument or product), it will be credited with the premium but will have to deposit margin with 
the Broker due to its contingent liability to deliver or accept the underlying instrument or product 
in the event the option is exercised.  Sellers of options are subject to unlimited risk of loss, as the 
seller will be obligated to deliver or take delivery of an asset at a predetermined price which 
may, upon exercise of the option, be significantly different from the then-market value.  The 



 

ability to trade in or exercise options may be restricted in the event that trading in the underlying 
instrument or product becomes restricted. 

Short Sales 

IndexIQ may make short sales for client accounts, in which the client account sells a security that 
it does not own.  A short sale involves the theoretically unlimited risk of an increase in the 
market price of the securities sold short.   

Margin Transactions 

Certain client account transactions may include borrowing to buy securities interests on margin.  
Client accounts may therefore be exposed to significant amounts of leverage.  To the extent a 
client account makes investments with borrowed funds or by employing derivatives that 
otherwise leverage the account assets, the accounts net assets will tend to increase or decrease at 
a greater rate than if borrowed funds or such derivatives are not used.  If the interest expense on 
borrowings were to exceed the net return on the securities interests purchased with borrowed 
funds, the use of leverage would result in a lower rate of return than if the assets were not 
leveraged. 

Principal Risks of ETFs and Mutual Funds 

Investors in  Registered Funds should be willing to accept a high degree of volatility in the price 
of a Registered Fund’s shares and the possibility of significant losses. As with all investments, an 
investor may lose money in a Registered Fund. An investment in a Registered Fund involves a 
substantial degree of risk and a Registered Fund does not represent a complete investment 
program. As with all investments, an investor may lose money in an Registered Fund. Therefore, 
an investor should consider carefully the following risks before investing in a Registered Fund.  

Fund of Funds Risk* 

Fund of funds investment performance depends on the investment performance of the 
Underlying Fund in which it invests. 

Underlying Funds Risk* 

An investment in an Registered Fund is subject to the risks associated with the Underlying Funds 
that comprise the Registered Fund’s Underlying Index. 

Exchange Traded Vehicle Risk* 

The value of an ETF’s investment in ETFs and ETVs is based on stock market prices and an ETF 
could lose money due to stock market developments, the failure of an active trading market to 
develop or exchange trading halts or de-listings. 

 

 



 

Index Risk 

The Underlying Index has limited historical performance data, and may not be successful in 
replicating the performance of its target strategies. 

Tracking Error Risk 

Although a Registered Fund attempts to track the performance of an Underlying Index, a 
Registered Fund may not be able to duplicate its exact composition or return for any number of 
reasons. 

Market Risk 

The market price of investments owned by a Registered Fund may go up or down, sometimes 
rapidly or unpredictably. 

Trading Price Risk 

Although it is expected that generally the market price of the shares will approximate an ETF’s 
net asset value (“NAV”), there may be times when the market price in the secondary market and 
the NAV vary significantly. 

Foreign Securities Risk 

A Registered Fund may invest in the securities of non-U.S. issuers, which securities involve risks 
beyond those associated with investments in U.S. securities. 

Foreign Securities Valuation Risk 

To the extent a Registered Fund calculates its NAV based on fair value prices and the value of 
the Underlying Index is based on the securities’ closing price on South Korean markets (i.e., the 
value of the Underlying Index is not based on fair value prices), the valuation of the Registered 
Fund’s NAV may deviate from the calculation of the Underlying Index. 

Custody Risk 

Registered Funds may  invest in securities markets that are less developed than those in the U.S., 
which may expose a Registered Fund to risks in the process of clearing and settling trades and 
the holding of securities by local banks, agents and depositories. The less developed a country’s 
securities market is, the greater the likelihood of custody problems.  The risks above are not a 
complete list of all risks involved in investing in a Registered Fund. Additional risk information 
can be found in the prospectus for a Registered Fund. 

*Applies to fund-of-fund products  only. 

ITEM 9 – DISCIPLINARY INFORMATION 

IndexIQ does not have any disciplinary or legal events to report. 



 

ITEM 10 – OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS 

IndexIQ does not engage in any other business activity other than providing investment advice.  
However, as described above, the principals of IndexIQ also serve as principals of Financial 
Development HoldCo LLC, an affiliate of IndexIQ which engages in the business of developing 
indexes and other financial products that are utilized by IndexIQ in providing investment 
supervisory services to clients, as well as by select other third-party index licensees.  See Item 4.   

ITEM 11 – CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT TRANSACTIONS AND 

PERSONAL TRADING 

IndexIQ has adopted a Code of Ethics (the “Code”) which sets forth the ethical and fiduciary 
principles and related compliance requirements under which IndexIQ operates and the 
procedures for implementing those principles.  The Code includes provisions which govern 
fiduciary duty, client opportunities, insider trading, personal trading, gifts and entertainment, 
political contributions, outside business activities and confidentiality.  To avoid any potential 
conflicts of interest involving personal trades, IndexIQ Code specifies and prohibits certain types 
of transactions deemed to create actual conflicts of interest, the potential for conflicts, or the 
appearance of conflicts, and establishes reporting requirements and enforcement procedures.   

IndexIQ’s Code generally: 1) requires employees to report personal securities transactions on at 
least a quarterly basis; 2) requires employees to provide IndexIQ with a detailed summary of 
certain holdings (both initially upon commencement of employment and annually thereafter) 
over which such employees have a direct or indirect beneficial interest; and 3) requires 
employees to obtain pre-clearance prior to investing in securities deemed to create actual 
conflicts of interest, the potential for conflicts, or the appearance of conflicts.    

IndexIQ, consistent with clients’ investment objectives and in accordance with applicable law, 
may cause accounts it manages to effect, and will recommend to clients or prospective clients, 
the purchase or sale of securities in which IndexIQ (or a related person of), directly or indirectly, 
has a position or interest.  For example, IndexIQ may suggest that a managed account client 
invest in a Registered Fund for which IndexIQ serves as investment adviser.  Any conflict of 
interest would be addressed by ensuring that any investment advice given is in accordance with a 
client’s investment objectives.  The potential conflict of interest regarding such relationship is 
disclosed to managed account clients in a Registered Fund prior to their making an investment in 
a Registered Fund.  See also Items 4 and 10.   

From time to time, it may be appropriate for more than one of the accounts managed by IndexIQ 
to trade in the same securities at the same time.  As a general rule, such orders are combined (or 
bunched) and allocations among IndexIQ’s clients acquiring the same securities on the same day 
are effected on a pro rata basis, based on the relative value of the accounts, or otherwise in an 
allocation amount determined at the time of the order.  If the orders are combined (or bunched), 
each of the accounts will have their same day orders filled on an average price basis (such that 
each receives the same price).  While IndexIQ’s goal is to be fundamentally fair on an overall 



 

basis with respect to all clients, there can be no assurance that on an overall or trade-by-trade 
basis that any particular client will not be treated more favorably than another. 

A copy of IndexIQ’s Code is available to any client or prospective client upon request by 
contacting IndexIQ’s Chief Compliance Officer at (888) 934-0777. 

IndexIQ does not engage in principal transactions with client accounts and if it did so, it would 
secure applicable client consent.  

ITEM 12 – BROKERAGE PRACTICES  

IndexIQ’s policy is to obtain the best execution of client transactions over the long term, taking 
into account the full range and quality of services offered by executing brokers. 

IndexIQ recommends and effects transactions through various brokerage firms (collectively, 
“Brokers”), which are considered reputable and financially secure to execute its trades, and 
which it believes can offer best execution, on an overall or transaction basis.  In selecting 
Brokers to execute transactions, while trade price is often a significant quantitative factor, a 
number of factors are considered including, among others, financial strength, stability and 
responsibility, reputation, quality and depth of services (including back office and processing 
capabilities), nature and frequency of sales coverage, price, reliability, ability to execute trades, 
commission rate, research capabilities, success of prior research recommendations,  the value of 
research and brokerage products and services provided and responsiveness to IndexIQ.  The 
determinative factor is not the lowest possible commission cost alone. 

The commissions and/or fees charged by Brokers are exclusive of, and in addition to, IndexIQ’s 
fees.  In selecting Brokers to execute transactions, IndexIQ need not solicit competitive bids and 
does not have an obligation to seek the lowest available commission cost to be charged by the 
Brokers it selects. 

As permitted under applicable law, IndexIQ may cause client accounts to pay a Broker a 
commission for effecting a securities transaction that is in excess of the commission which 
another Broker would have charged for effecting the transaction, if IndexIQ makes a good faith 
determination that the Broker’s commission paid by clients is reasonable in relation to the value 
of the brokerage and research services provided by the Broker, viewed in terms of either the 
particular transaction or the firm’s overall responsibilities to the clients and the accounts.  

Research products and services may include, but are not limited to, general economic, political, 
business and market information and reviews, industry and company information and reviews, 
evaluations of securities and recommendations as to the purchase and sale of securities, financial 
data on a company or companies, performance and risk measuring services and analysis, stock 
price quotation services, computerized historical financial databases and related software, credit 
rating services, analysis of corporate responsibility issues, brokerage analysts’ earnings 
estimates, computerized links to current market data, software dedicated to research, and 
portfolio modeling. Research services may be provided in the form of reports, computer-
generated data feeds and other services, telephone contacts, and personal meetings with 
securities analysts, as well as in the form of meetings arranged with corporate officers and 



 

industry spokespersons, economists, academics and governmental representatives. Brokerage 
products and services assist in the execution, clearance and settlement of securities transactions, 
as well as functions incidental thereto, including but not limited to related communication and 
connectivity services and equipment, software related to order routing, market access, 
algorithmic trading, and other trading activities. On occasion, a Broker may furnish IndexIQ with 
a service that has a mixed use (that is, the service is used both for brokerage and research 
activities that are within the safe harbor and for other activities). In this case, IndexIQ is required 
to reasonably allocate the cost of the service, so that any portion of the service that does not 
qualify for the safe harbor is paid for by IndexIQ from its own funds, and not by portfolio 
commissions paid by clients. 

IndexIQ does not consider client referrals when selecting or recommending Brokers, and 
typically does not engage in directed brokerage arrangements.   IndexIQ does not participate in 
any directed brokerage programs unless directed to do so by a client. In the event that IndexIQ 
would participate in a direct brokerage arrangement, such direction must be in writing from the 
client and approved by IndexIQ’s Portfolio Oversight Committee (“POC”).  Each directed 
brokerage arrangement will be evaluated to determine whether IndexIQ has any discretion in the 
investment or order entry process that may still require a best execution analysis.  Any client 
requesting a directed brokerage arrangement will be informed that, among other information, the 
conflicts of interest involved and the fact that the client may give up benefits of better pricing or 
lower commission, that might otherwise be available through participation in bunched orders.   

When a Subadvisor is selected by IndexIQ, unless otherwise directed in writing by the client, the 
Subadvisor has absolute discretion to select Brokers to be used for each account, notwithstanding 
the fact that such selection may inure to the benefit of IndexIQ or other clients of IndexIQ.  The 
Subadvisor is authorized by IndexIQ to combine purchase or sale orders on behalf of each client 
together with orders for any other accounts for which IndexIQ may act as an investment manager 
or any other capacity.  The Subadvisor is further authorized to allocate the securities or other 
assets so purchased or sold, on an average price basis, among each client’s Account and such 
other accounts.  Generally, the Subadvisor will select a Broker based on its ability to obtain the 
best overall terms available.  In assessing the best overall terms available for any transaction, the 
Subadvisor will consider all relevant factors in line with current industry standards.   

The services furnished by a Broker may benefit IndexIQ in rendering investment management 
services to all of its clients.  Certain of the services and information received by IndexIQ 
attributable to a transaction executed on behalf of one client may benefit other accounts or clients 
over which investment discretion is or may, in the future, be exercised by IndexIQ or its 
affiliates.  IndexIQ has no obligation to deal with any Broker or group of Brokers in executing 
transactions in portfolio securities on behalf of clients. 

Investment decisions are  made consistent with the investment objectives, guidelines and 
restrictions of clients and trades are allocated fairly and equitably among accounts participating 
in each transaction, taking into consideration the objectives, restrictions, investment strategy, 
asset allocation and benchmarks of each client. 



 

IndexIQ’s policy is to ensure that no individual client account or account type (e.g., RIC, Model 
Portfolio or managed account) is benefited or harmed by virtue of trade allocations and 
transactions across client accounts and account types. 

From time to time, it may be appropriate for more than one of the accounts managed by IndexIQ 
to trade in the same securities at the same time.  As a general rule, such orders are combined (or 
bunched) and allocations among IndexIQ’s clients acquiring the same securities on the same day 
are effected on a pro rata basis, based on the relative value of the accounts, or otherwise in an 
allocation amount determined at the time of the order.  If the orders are combined (or bunched), 
each of the accounts will have their same day orders filled on an average price basis (such that 
each receives the same price).  While IndexIQ’s goal is to be fundamentally fair on an overall 
basis with respect to all clients, there can be no assurance that on an overall or trade-by-trade 
basis that any particular client will not be treated more favorably than another. 

ITEM 13 – REVIEW OF ACCOUNTS  

IndexIQ may either perform the day-to-day portfolio management of client accounts or arrange 
for a Subadvisor to perform the day-to-day portfolio management.  Reviews of client accounts 
conducted by any Subadvisor are as separately set forth in the Subadvisor’s Form ADV Part II 
and are generally expected to include daily and weekly portfolio review for compliance with 
investment guidelines of the applicable prospectus. 

To supervise Subadvisor performance, IndexIQ’s POC, which is comprised of senior executives 
of IndexIQ, including the Senior Vice-President of Portfolio Management, periodically reviews 
all aspects of portfolio management.  Managers of Subadvisors are contacted at least monthly to 
discuss portfolios.  Quarterly reviews of performance objectives and expectations are performed 
and reviewed by the POC.  These quarterly reviews also review the implementation of portfolios, 
risk levels in portfolios, broker execution, compliance, costs of strategy implementation, 
portfolio-index tracking error where the portfolio is managed to replicate the returns of an index-
based HoldCo Product, and other aspects of portfolio management. 

Quarterly performance reports are generally provided by IndexIQ to separately managed account 
clients, unless otherwise agreed.  In addition, separately managed account clients will receive at 
least quarterly account statements from their custodian.  The Boards of RIC clients will receive 
quarterly performance reports as well as other account information as determined by the RIC’s 
compliance policies and procedures.  Generally, reports include rolling performance data, index 
comparisons and general fund or account information. Performance reports relating to IndexIQ 
offerings through Sponsored Programs are provided by the respective sponsor.  Clients are urged 
to carefully review all statements and contact IndexIQ if you have any questions. 

Performance reports relating to IndexIQ offerings through Sponsored Programs are provided by 
the respective sponsor.  Clients are urged to carefully review all statements and contact IndexIQ 
if you have any questions. 



 

ITEM 14 – CLIENT REFERRALS AND OTHER COMPENSATION 

IndexIQ does not compensate third parties for client referrals and does not receive an economic 
benefit for providing advice to its clients from anyone other than its clients. 

ITEM 15 – CUSTODY 

IndexIQ does not have custody of client funds or securities. 

ITEM 16 – INVESTMENT DISCRETION 

IndexIQ has full discretionary authority to manage the investment and re-investment of the cash, 
securities, investments and other property in each account and all earnings on the assets in the 
account not otherwise withdrawn by the client, with power on behalf of and in the name of the 
client all without prior consultation with the client.  IndexIQ has absolute discretion over each 
account's trading strategy, including the allocation of the account's assets between different types 
or classes of investments in which IndexIQ may invest from time to time and the securities and 
other instruments which may be purchased or sold.  IndexIQ will share this discretionary 
authority with any Subadvisor that IndexIQ hires to assist in client portfolio management. 

When a Subadvisor is selected by IndexIQ, unless otherwise directed in writing by the client, the 
Subadvisor has absolute discretion with respect to the investment of a client’s assets. 

Limitations on IndexIQ’s and any Subadvisor’s authority (and generally the authority of a 
manager or advisor) are guided by (1) its responsibility to act as a fiduciary when handling 
clients’ accounts, (2) the offering documents of a private fund, if applicable, or the prospectus 
and statement of additional information of a Registered Fund and (3) the obligation (subject to 
the conditions specified herein) to seek best execution for client trades. 

IndexIQ abides by the investment guidelines and restrictions set forth in each client’s investment 
advisory agreement or prospectus, as applicable.  IndexIQ is not obligated to acquire for any 
account any security that IndexIQ’s officers, partners, members or employees may acquire for 
their own accounts or for the account of any other client, if in IndexIQ’s absolute discretion it is 
not practical or desirable to acquire a position in such security. 

ITEM 17 – VOTING CLIENT SECURITIES 

IndexIQ has retained a third-party proxy services vendor (the “Proxy Vendor”) for voting 
proxies on behalf of its clients, other than Model Portfolio clients (IndexIQ does not vote proxies 
for Model Portfolio clients, nor does IndexIQ receive proxy solicitations for such clients).  
IndexIQ seeks to avoid material conflicts of interest through its use of a Proxy Vendor, which 



 

applies detailed, pre-determined proxy voting guidelines (the “Voting Guidelines”) in an 
objective and consistent manner across client accounts, based on research and recommendations 
provided by a third party vendor, and without consideration of any client relationship factors.  

IndexIQ exercises its proxy voting rights with the goal of maximizing the value of the client’s 
investments.  All proxy voting proposals are reviewed, categorized, analyzed and voted in 
accordance with the Voting Guidelines. These guidelines are reviewed periodically and updated 
as necessary to reflect new issues and any changes in policies on specific issues. Items that can 
be categorized under the Voting Guidelines will be voted in accordance with any applicable 
guidelines. Proposals that cannot be categorized under the Voting Guidelines will be referred to 
the POC for discussion and vote. Additionally, the POC may review any proposal where it has 
identified a particular company, industry or issue for special scrutiny. With regard to voting 
proxies of foreign companies, IndexIQ weighs the cost of voting, and potential inability to sell 
the securities (which may occur during the voting process) against the benefit of voting the 
proxies to determine whether or not to vote. 

IndexIQ ensures that (1) the client’s custodian is instructed to send the client’s proxy ballots to 
the Proxy Vendor for voting, and (2) the Proxy Vendor is notified that it should begin receiving 
proxy ballots.  IndexIQ will review on a quarterly basis (a) a votes summary report, which 
includes a list of meetings and proposals that were voted and how the votes were cast, and (b) an 
exceptions report showing any votes cast contrary to IndexIQ’s stated voting policy, which is to 
vote consistent with the Proxy Vendor’s recommendations.  The Proxy Vendor maintains proxy 
voting records on behalf of IndexIQ and provides the data necessary for IndexIQ to make timely 
N-PX filings.  IndexIQ’s proxy voting policy and procedures are available upon request.  A 
client may obtain IndexIQ’s proxy voting policy and procedures or a record of IndexIQ’s proxy 
voting for such client by contacting IndexIQ’s Chief Compliance Officer at (888) 934-0777. 

ITEM 18 – FINANCIAL INFORMATION 

IndexIQ has no financial condition that impairs its ability to meet contractual commitments to 
clients, and has not been the subject of a bankruptcy proceeding. 


