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This is for investment professionals only and should not be relied upon by private investors

Do you know what you're betting on?

Smart beta strategies are growing in popularity and can be a good way to gain systematic
exposure to an investment strategy or theme. But as with all investment strategies, it is
important that investors fully understand the exposures that they are taking on.

Our analysis of three of the most prominent US equity income smart beta indices shows
that in addition to selecting higher yielding stocks, these indices have significantly
different industry sector exposures compared to the broader market. Such relative sector
bets are a consequence of the methodology used to select and weight the stocks, and
can significantly influence returns. By including risk management principles within the
index construction, we think it is possible to control sector positioning and more
accurately target the income exposure that is desired.

The law of unintended consequences

There are a number of smart beta indices which seek to provide exposure to high dividend
yielding US stocks. These indices usually maintain significantly different sector exposures to the
broader market, as represented by a market capitalisation weighted index such as the S&P 500.
The indices used by the leading European domiciled ETFs following this strategy are:

B S&P High Yield Dividend Aristocrats Index
B MSCI USA High Dividend Yield Index

B  Dow Jones US Select Dividend Index

Chart 1 shows that these three indices have substantial sector weight deviations from the S&P
500 index as at the end of December 2017.

Chart 1: US income indices sector weights diverge from S&P 500
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Source: Fidelity International / Morningstar Direct as at 29/12/17. Relative weights may vary over time. Based on DJ US Select Dividend
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This can lead investors to taking inadvertent positions in sectors.

For example, as at the end of December 2017, the DJ US Select Dividend index had an
allocation to utilities that was 25% higher than the S&P 500 index. The allocation to
information technology was 22% lower than the S&P 500 index. That constitutes a sizeable
relative bet that utilities will outperform and IT will underperform the broader stock market,
over and above the intended exposure to higher-yield stocks. Effectively, investors hold an
implicit bet on sector disparities. In this case, if utility stocks lag IT stocks, the
underperformance due to sector positioning could undo any potential outperformance from
the intended equity income strategy.

Chart 2 shows sector returns in the S&P 500 in 2017, and how sector weight deviations can
influence performance;

B S&P High Yield Dividend Aristocrats, on 29 December 2017, was underweight in IT (-
20%), which was the year’s best performer (total return 38.8%), while overweight real
estate (6%), which was the third’s worst performer (total return 10.9%)

B MSCI USA High Dividend Yield, on 29 December 2017, was overweight consumer
staples (12%), which returned 13.5% and underweight financials (-9%), which returned
22.2%

B DJ US Select Dividend, on 29 December 2017, had a large overweight to utilities (25%)
and an underweight to IT (-22%). The utilities overweight added less overall portfolio
return than the large underweight to IT detracted from it, given the stellar performance of
IT but relatively weak performance of utilities. So the foregone total return from the
underweight to IT relative to the S&P500, more than cancelled out the gain from the
overweight to utilities.

Chart 2: Indices can be overexposed to underperforming sectors
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Source: DataStream, Morningstar Direct, 29 December 2017.

Why do these sector discrepancies exist? The simple answer is that it boils down to different
sectors having differing yield profiles, and selecting the higher-yielding stocks without
considering sector exposure naturally concentrates exposure to the highest-yielding sectors.

Index design is key

Each of these indices is designed to provide exposure to higher-yielding US equities.
However, within the index construction process there are numerous decisions to be made
which can have significant implications for the investment outcome.

B The S&P High Yield Dividend Aristocrats Index selects stocks which have increased
dividend payments for the last 20 years and then weights these according to their
indicated dividend yield. As the sector to which the stocks belong is not considered as
part of the selection or weighting, this results in sector imbalances relative to the broader
market. For example, as at the end of December 2017, the allocation to IT stocks was
underweight of 21% versus the S&P 500.
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B The DJ US Select Dividend Index applies a series of earnings-based screens and then
picks the 100 stocks which pass these screens and have the highest dividend yield.
These stocks are then weighted according to their indicated dividend yield. The
approach results in some significant relative sector allocations. As at the end of
December 2017, IT and healthcare are underweight by 22% and 11% respectively, while
utilities are overweight by 25% versus the S&P 500.

B The MSCI USA High Dividend Yield Index uses a series of screens including dividend
sustainability and quality screens. The index then selects stocks which have a yield of at
least 1.3 times the yield of the MSCI USA index. The stocks are then weighted according
to their market capitalisation. At the end of December 2017, companies in the consumer
staples and healthcare sectors combined accounted for an overweight of 15% versus the
S&P 500, while financials are underweight by -9%.

Source: Fidelity International, Morningstar Direct, 29 December 2017.

Smarter construction

By considering the yield of stocks relative to their sector, it is possible to provide exposure to
equity income without an inherent sector bias. The Fidelity US Quality Income Index applies a
series of screens to assess dividend sustainability and to identify good-quality stocks, based
on their cash flows and profitability. The index methodology then selects the highest yielding
stocks within each sector.

The constituents are then weighted by their market capitalisation plus an ‘equal active’
overweight. The equal active overweight distributes an equal excess weighting to all the
selected stocks within a sector so that the total sector weight is the same as the starting
universe. This approach controls stock specific risk and maintains the sector exposures of the
boarder market.

Chart 3: Systematic investing through Fidelity indices to avoid sector biases
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Source: Fidelity International, December 2017.
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What does the data show?

The risk controls built into the index methodology produce significant changes in sector
allocations versus other indices. Chart 4 compares the sector allocation deviations of the Fidelity
US Quiality Income Index from the S&P 500 sector weights against each of the other indices in
turn, demonstrating the impact that index construction can have on industry weighting. The
approach enables investors to take quality income exposure without significant relative
sector positions.

Chart 4: Risk controls reduce sector biases compared to other indices
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What is the result?

Past performance and simulated past performance are not a reliable indicator of future
returns. Fund performance and index performance may vary. The value of investments can
go down as well as up and you may get back less than you invested.

Chart 5 shows the 10-year back tested performance of the Fidelity US Quality Income Index
compared to the S&P High Yield Dividend Aristocrats, MSCI USA High Dividend Yield and the DJ
US Select Dividend indices. The selection and weighting approach of the Fidelity US Quality
Income Index has resulted in improved returns and reduced volatility relative to the broader
market (as represented by the S&P 500 index) and the other dividend-focused indices. Tracking
error relative to the S&P 500 index is significantly reduced due to the risk controls in place.

The 12 month yield of the Fidelity US Quality Income Index was 2.6% as at the end of December
2017. This is above the S&P 500 and comparable with the other dividend-focused indices.

Chart 5: Historical track records of income indices
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S&P High Yield

(31 Dec 2006 to 31 Dec 2017) Index * Index A”Isntgg;ats Index** Index
Annualised Return (% p.a.) 8.6 7.5 7.6 7.5 7.9
Annualised Volatility (% p.a.) 14.0 14.6 14.8 14.7 13.6
Tracking Error (% p.a.) 2.4 - 7.7 8.3 5.8
Max Drawdown (%) -47.1 -51.4 -50.5 -56.6 -51.1
Yield (% last 12 months) 2.6 1.9 2.6 3.5 2.9

Past Index Performance - Annualised Return (% p.a.)

- The Fidelity US Quality Income UCITS ETF launched on 27.03.2017

Fidelity US Quality Income Index * 32.2 13.7 -0.7 16.5 21.4
S&P 500 Index 31.5 13.0 0.7 11.2 21.1
S&P High Yield Dividend Aristocrats Index 29.5 13.3 -1.2 19.6 15.4
DJ US Select Dividend Index** 29.1 15.4 -1.6 22.0 15.4
MSCI USA High Dividend Yield Index 27.6 13.8 -0.3 15.1 18.4

Source: Fidelity / Bloomberg / Morningstar Direct 31/12/17. Fidelity US Quality Income ETF has been launched on 27/03/2017. Basis:
income reinvested in USD. Risk metrics based on monthly performance. Tracking error vs. S&P 500 Index. *Based on the backtested
track record of the Fidelity US Quality Income Index. **Total Return Index used. The yields quoted for the indices are sourced from
Bloomberg. The yield is calculated as the sum of the gross dividends per share amounts that have gone ex-dividend over the prior 12
months, divided by the current stock price.
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Conclusion

There are an increasing number of smart beta products available to investors. These can be
useful tools to access investment themes but investors need to fully understand the positions
that the products are taking and the risks that they are exposed to.

Our analysis reveals the sector disparities that can result from various US equity income
strategies. Investors need to be sure that such sector positions are aligned with their own sector
views. If this is not the case, or if they wish to avoid sector biases altogether in their exposure to
income-paying stocks, it may be preferable to control sector positioning relative to the broader
market.
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Important Information

This information is for Investment Professionals only and should not be relied upon by private investors. This communication is not directed at, and must not be
acted upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for distribution or
where no such authorisation is required.

Fidelity only offers information on its own products and services and does not provide investment advice based on individual circumstances. Unless otherwise stated, all
views are those of Fidelity. Reference in this document to specific securities or funds should not be construed as a recommendation to buy or sell them, but is included for
the purposes of illustration only. Investors should also note that the views expressed may no longer be current and may have already been acted upon by Fidelity. The
research and analysis used in this documentation is gathered by Fidelity for its use as an investment manager and may have already been acted upon for its own
purposes.

Fidelity International refers to the group of companies which form the global investment management organisation that provides information on products and services in
designated jurisdictions outside of North America. Fidelity, Fidelity International, the Fidelity International logo and F symbol are trademarks of FIL Limited.

Fidelity UCITS ICAV is registered in Ireland pursuant to the Irish Collective Asset-management Vehicles Act 2015 and is authorised by the Central Bank of Ireland as a
UCITS. The Fund is managed by FIL Fund Management (Ireland) Limited. This document describes a sub-fund and share class of the UCITS. The Prospectus and
Reports and Accounts are prepared for the entire UCITS.

Morningstar annualised growth rates, total return, sector median performance and ranks - Data Source - © 2017 Morningstar, Inc. All Rights Reserved. The information
contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or
timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information.

Before investing you should read the Key Investor Information Document (KIID) and prospectus, which is available long with the current annual and semi-annual reports
free of charge through the website www.fidelity-etfs.com, from your broker or financial advisor or as shown in the country information below.

Fidelity US Quality Income UCITS ETF

The fund is indexed to the Fidelity US Quality Income Index. The Index captures the performance of stocks of large and mid-capitalisation dividend paying US companies
that exhibit quality fundamental characteristics. The Fund is not sponsored, endorsed, sold, or promoted by FMRC. FMRC makes no representation regarding the
advisability of investing in the Fund. The Prospectus contains a more detailed description of the limited relationship FMRC has with Fidelity and any related funds. “FMRC”
refers to FMR Co.,Inc., a Massachusetts corporation, having an office at 245 Summer Street, Boston, MA 02110. FIL Limited and FMR Co are separate companies with
some shareholders in common.

Austria: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge from our European Service Center in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-
1021 Luxembourg as well as with the Austrian paying agent UniCredit Bank Austria AG, Vordere Zollamtstrasse 13, A-1030 Wien, FIL (Luxembourg) S. A. —
Zweigniederlassung Wien, Mariahilfer Strasse 36, 1070 Wien or www.fidelity-etfs.com. Issued by FIL (Luxembourg) S.A.

Czech Republic: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along
with the current annual and semi-annual reports free of charge from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP
2174 L-1021 Luxembourg or www.fidelity.cz. The KIID is available in Czech language. Issued by FIL (Luxembourg) S.A.

Denmark: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current KIID, the
prospectus of the ICAV and the supplement for the sub-fund, which is available along with the current annual and semi-annual reports free of charge from our distributors
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg or on www.fidelity.dk. Issued by
FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier).

Finland: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current KIID, the
prospectus of the ICAV and the supplement for the sub-fund, which is available along with the current annual and semi-annual reports free of charge from our distributors
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg or on www.fidelity-
etfs.com/documents . Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier).

France: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge from your broker, financial advisor or from the branch of your bank or visit www.fidelity-etfs.com. Issued by FIL
Gestion, a portfolio management company approved by the AMF under the number GP03-004, 29 rue de Berri, 75008 Paris.

Germany: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with
the current annual and semi-annual reports free of charge from FIL Investment Services GmbH, Postfach 200237, 60606 Frankfurt/Main or www.fidelity-etfs.com. Issued
by FIL Investment Services GmbH.

Hungary: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-
1021 Luxembourg or www.fidelity.co.hu. The KIID is available in Hungarian language. Issued by FIL (Luxembourg) S.A.

Italy: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge from www.fidelity-etfs.com or your broker, financial advisor or from the branch of your bank. Issued by FIL
(Luxembourg) S.A.

Luxembourg: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along
with the current annual and semi-annual reports free of charge from our local paying agent, J.P. Morgan Bank Luxembourg S.A., 6. route de Tréves, L-2633,
Senningerberg. Luxembourg or www.fidelity-etfs.com. Issued by FIL (Luxembourg) S.A.

Netherlands: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with
the current annual and semi-annual reports free of charge from FIL (Luxembourg) S.A., Netherlands Branch (registered with the AFM), World Trade Centre, Tower H, 6th
Floor, Zuidplein 52, 1077 XV Amsterdam (tel. 0031 20 79 77 100) or from www.fidelity-etfs.com. Fidelity UCITS ICAV is authorised to offer participation rights in The
Netherlands pursuant to article 2:66 (3) in conjunction with article 2:71 and 2:72 Financial Supervision Act. Issued by FIL (Luxembourg) S.A.

Norway: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current KIID, the
prospectus of the ICAV and the supplement for the sub-fund, which is available along with the current annual and semi-annual reports free of charge from our distributors
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg or on www.fidelity-
etfs.com/documents . Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF(Commission de Surveillance du Secteur Financier).

Poland: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, and Additional Information for
Investors, which is available along with the current annual and semi-annual reports free of charge from our European Service Centre in Luxembourg, FIL (Luxembourg)
S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg, from the representative office in Poland or www.fidelity.pl. Issued by FIL (Luxembourg) S.A.

Slovakia: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-
1021 Luxembourg and from our paying agent UniCredit Bank Slovakia, a.s., Sancova 1/A 81333, Slovakia or www.fidelity.sk. The KIID is available in Slovak language.
Issued by FIL (Luxembourg) S.A.
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Spain: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement for the sub-fund, which is available along with the
current annual and semi-annual reports free of charge. For the purposes of distribution in Spain, Fidelity UCITS ICAV is registered with the CNMV Register of Foreign
Collective Investment Schemes under registration number 124, where complete information is available from Fidelity UCITS ICAV authorised distributors. The purchase of
or subscription for shares in Fidelity UCITS ICAV shall be made on the basis of the KIID that investors shall receive in advance. The KIID is available for inspection at the
offices of locally authorised distributors as well as at the CNMV. Issued by FIL (Luxembourg) S.A.

Sweden: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current KIID, the
prospectus of the ICAV and the supplement for the sub-fund, which is available along with the current annual and semi-annual reports free of charge from our distributors
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg or on www.fidelity-
etfs.com/documents . Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier).

Switzerland: The distribution of shares of Fidelity UCITS ICAV (the “Fund”) in Switzerland is exclusively made to, and directed at, regulated qualified investors.
Accordingly, the Fund is not registered with the Swiss Financial Market Supervisory Authority. The prospectus and/or any other offering materials relating to the shares
may be made available in Switzerland solely to regulated qualified investors. This document may not be passed on or circulated to unregulated qualified investors or non-
qualified investors.

United Kingdom: Investments should be made on the basis of the current KIID, the prospectus of the ICAV and the supplement of the sub-fund which are available at
www.fidelity-etfs.com. Please note that not all sub-funds of the ICAV may be suitable for UK investors and tax advice should be sought before investing. The ICAV is
recognised under section 264 of the Financial Services and Markets Act 2000. Investors should note that loss caused by such recognised funds will not be covered by the
provisions of the Financial Services Compensation Scheme (or by any similar scheme in Ireland) if the fund is unable to meet its obligations, however claims for loss in
regards to such recognised funds against a Financial Conduct Authority authorised firm will be. The UK distributor of the ICAV is FIL Pensions Management, a firm
authorised and regulated in the UK by the Financial Conduct Authority. FIL Pensions Management is registered in England and Wales under the company number
2015142. The registered office of the company is Oakhill House, 130 Tonbridge Road, Hildenborough, Tonbridge, Kent TN11 9DZ, United Kingdom.
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Read the Key Investor
Information Document.
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