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Industry Evolution
Smart Beta

1990s Total Return

2010s &  Trifurcation of Beta, Factor Investing &
beyond Idiosyncratic Alpha

Source: Fidelity International, October 2018.
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What is Smart Beta?

Smart Beta combines elements of active and passive investing

Index Funds Smart Beta Active Funds

Passive Investing Factor Investing Active Investing

TG Rules Based, Active Discretionary

Return Transparent Return Management

Source: Fidelity International, October 2018.
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Examples of Smart Beta Strategies
Alternative risk/return profiles to market cap benchmarks

Risk and return of MSCI factor indices
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Past performance is 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.
Source: Morningstar Direct, Performance of MSCI World based indices, USD, (1 June 1988 — 30 September 2018).
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Market is still developing
But assets growing consistently over the last 10 years

European Smart Beta Landscape — Assets & Flow (€)
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Source: Fidelity International, October 2018. Data: Morningstar as at 30/09/2018. Europe OE & ETF & MM ex FOF ex Feeder, smart beta are those labelled as strategic beta.
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The vast majority of assets are within Equities
While the ETF vehicle is the preferred access mechanism

Smart Beta Assets — Split by Asset Class (€) Smart Beta Assets — Split by Vehicle (€)

2%

mEquity = Fixed Income mOther mETF m Mutual Fund

Source: Fidelity International, October 2018. Data: Morningstar as at 30/09/2018. Europe OE & ETF & MM ex FOF ex Feeder, smart beta are those labelled as strategic beta.
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Exponential growth in the number of indices
Providing increasing choice to various Smart Beta themes

# of US Indices vs. # of listed stocks
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Source: Bloomberg, August 2017.
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Adoption rates have reached record levels

With Europe leading the way

Smart Beta has now become mainstream

c. 77% of asset owners have exposure or

m are considering exposure to smart beta.

Adoption rates of Smart Beta are evenly
distributed between large, medium & small
asset owners. Previously just large asset
owners.

Adoption rates in Europe higher than RowW
but North American adoption is increasing
| [ ? fast.

Source: FTSE Russell, 2018 Smart Beta Survey.

Global adoption

48% 2018
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Why are asset owners adopting Smart Beta?
Global environment means Smart Beta is becoming increasingly attractive

Risk Reduction

Return Enhancement

Improved Diversification

Cost Savings

Source: Fidelity International, October 2018.
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What will help continue the growth of Smart Beta?
Three keys themes likely to drive greater asset levels and adoption rates

» Further education to increase familiarity with Smart Beta strategies and
the vehicles in which they are delivered will increase uptake
Education
I=I = Large gap in the market with opportunity for AUM growth and product
Q innovation within this asset class

Fixed Income

ﬁ = The natural parallels between passive ESG investing and Smart Beta
mean that increased uptake could drive growth in the latter
ESG

Source: Fidelity International, October 2018.
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Smart Beta Delivery




How is Smart Beta delivered and used?
Systematic screening and portfolio weighting to achieve desired objective

Liquid Investable Universe

An investment universe with basic liquidity screens often seen in broad benchmarks

Screen

Quantitative screen to select
stocks with desired characteristics

Access Investment Achieve Specific

Style or Theme Outcome
For example, tactical For example, achieving a
allocations to express view on specific investment outcome
certain factors or investment such as generating income.
themes.

Source: Fidelity International, October 2018.

Weight

Tilt portfolio weights to achieve
desired outcome or exposure

For example, alternative
weighting methodologies can
offer a better risk adjusted
return.

Portfolio
Completion/
Diversification

For example, to remove an
unwanted bias resulting from
existing positions.
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Fidelity have begun entering Smart Beta
Equity Income strategies selected for initial launch

In April 2017 Fidelity launched its first ETFs. These were Equity Smart Beta Assets — Split by Factor (€)

Smart Beta strategies that tracked Fidelity indices which
select high quality dividend paying stocks.

= Smart Beta is a rapidly growing segment and one where
we can differentiate by applying our active IP.

= Barriers to entry are lower than for core/passive
products and existing providers are less dominant.

= Equity income is the most popular strategy among
existing asset owners.

= Opportunity to offer differentiated solution and enhance

delivering vs existing competitor products. = Low/Minimum Volatility = Quality
m Multi-Factor m Dividend Screened/Weighted
m Equal Weighted m Value
m Other

Source: Fidelity International, October 2018. Morningstar, 30/10/2018. Europe OE & ETF & MM ex FOF ex Feeder, equity only, smart beta are those labelled as strategic beta.
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Case Study: Fidelity’s delivery of smart beta

Differentiated methodology leveraging active heritage

Liquid, investible universe
# Stocks: US = 1000

Stocks: ~ 900 Remove stocks which do not have basic dividend characteristics.

d Sustainability & Persi
Screen

Include only companies that exhibit quality fundamental characteristics:

Stocks: ~ 450 Cash Flow Margin, Return on Invested Capital, Free Cash Flow Stability.

Quality Screen

Screen stocks according to a size (market cap) adjusted yield score
This ensures a liquid, investable, high yielding portfolio without a small cap bias

Stocks: ~ 125 Yield Screen

Portfolio
Constructio

-

— Rebalance Frequency —

Fidelity US Quality Income Index Annual

Select stocks to construct a portfolio using sector controls against starting universe
Ensure equal active weights within each sector.

Source: Fidelity International. Example construction methodology only, for illustration only.
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Fidelity’s index implementation approach
Offers income without traditional sector biases

Index sector weights relative to S&P 500
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Source: Fidelity International / Morningstar Direct as at 30/06/18. Relative weights may vary over time
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How are clients using Smart Beta?
Clients are using the same products in different ways

Example: Fidelity Quality Income Range
Income

Using the portfolio as a tool for generating income for the
provision of solutions

Core Building Block
Long-term strategic core holding as a replacement for a
traditional market-cap strategy

He

Portfolio

Satellite

aim of outperformance

Source: Fidelity International, October 2018.

Selecting the strategy as an off benchmark strategy with the
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Questions

“ F Fidelity
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Important information

This information must not be reproduced or circulated without prior permission.

Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than when specifically stipulated by an
appropriately authorised firm, in a formal communication with the client.

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. 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.

Unless otherwise stated all products and services are provided by Fidelity International, and all views expressed are those of Fidelity International. Fidelity, Fidelity International, the
Fidelity International logo and F symbol are registered trademarks of FIL Limited.

FIL Limited assets and resources as at 00/01/1900 - data is unaudited.No statements or representations made in this document are legally binding on Fidelity or the recipient. Any
proposal is subject to contract terms being agreed.

The Key Investor Information Document (KIID) is available in English and can be obtained from our website at www.fidelityinternational.com. The Prospectus may also be obtained
from Fidelity.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 Index which the sub-fund of the Fidelity UCITS ICAV is tracking comprises the equity securities of the relevant companies. For more information on the Index, please
refer to the publically available index methodology at www.fidelity-etfs.com/documents.Third party trademark, copyright and other intellectual property rights are and remain the
property of their respective owners. Data Source - © 2018 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.

Issued by FIL Pensions Management. Authorised and regulated by the Financial Conduct Authority.

Slovakia:

We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus and KIID (key
investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, 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. The KIID is available in Slovak language. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier).
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