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T R A N S C R I P T 

Introducing active equity ETFs 

 

Adina Taylor: Hi, everyone, and thanks for joining us today in our discussion on 

Fidelity’s active-equity ETFs.  It has taken a very long time for us to be able to 

offer these products.  And we’re really excited that we have time today to 

share with you what they are, how they work, and how you can invest.  We’ll 

start with a little bit of background on the ETF industry and the opportunity for 

active-equity ETFs in particular.  Then we will share Fidelity’s innovative new 

product structure that we use to bring them to market.  And finally, we’ll hear 

from Sonu Kalra, the portfolio manager of one of these ETF, Fidelity Blue Chip 

Growth ETF, ticker FBCG. 

 

To start and just talk a little bit about why active-equity ETFs, we’ll go look into 

first why ETFs.  And what we have here highlights some of the inherent 

benefits of the ETF vehicle.  As many of you know, the ETF industry has been 

growing in popularity.  And these features are part of the reason why.  Starting 

at the bottom, ETFs have been known to exhibit lower average expense ratios 

than mutual funds.  While much of this is driven by the passive nature of most 

ETFs, there are also different administrative expenses that can lead to lower 

cost.  Next, we get to tax efficiency of the vehicle.  The creation and 

redemption process to add shares or to absorb shares from the market is done 
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in kind.  This compares to mutual funds, where all flow activity occurs in cash.  

Because of this in-kind creation and redemption process, there’s not the same 

likelihood of capital gain from the buying and selling of securities within the 

underlying portfolio.  And this leads ETFs to be naturally more tax efficient 

than mutual funds.  ETFs, as their name implies, are traded on an exchange.  

Therefore, they benefit from the same tradability features of individual 

securities.  Intraday trading, limits, stop orders, traditional orders, the ability to 

short are some of the key examples of features that ETFs experience.  How 

they differ from individual securities, though, is the diversification benefit that 

they provide.  ETFs provide exposure to a particular segment of the market.  

Could be a sector.  Could be a factor.  But they do so without the idiosyncratic 

risk of investing solely in individual securities.  And then, finally, transparency.  

Traditional ETFs have disclosed full holdings daily.  While this requirement is 

now lifted for certain new ETFs, and we’ll spend a good amount of time today 

talking about that, the full transparency is still largely relevant for nearly all of 

the funds in the market. 

 

And so, given all of these features, it’s really no surprise at the strong growth 

trajectory that we’ve seen in recent years for the ETF market.  This shows how 

assets have grown, over the last 20-plus years, growing at an 18 percent 



 

3 

 

average annual rate.  And we now have, at least as of the end of 2019, almost 

four and a half trillion in assets under management, across the ETF industry. 

 

The popularity of the vehicle is also clearly demonstrated when you look at 

industry flows.  Looking at flows into both ETFs and mutual funds over the last 

several years, we can see that, for the past five years in particular, ETFs have 

experienced tremendous inflows, to the tune of 1.6 trillion, while mutual 

funds, during that same time period, were largely flat in terms of flows, with 

only 33 billion in inflow. 

 

If we break down the ETF industry, looking at active and passive, we would see 

that the active segment of the market is much, much smaller.  Meanwhile, we 

do know that there are investors who like and appreciate the benefits of active 

management.  And part of the reason why the active-ETF industry is so much 

smaller is because of a structural component of it.  Essentially, the holdings 

disclosure policy that I referenced before around ETFs has been a hindrance to 

active-ETF development.  As I mentioned before, ETFs traditionally disclose 

their holdings on a daily basis to the market.  This has been a regulatory 

requirement.  The full transparency into daily holdings has been a real hurdle 

for a lot of active-equity managers, thus far.  We know portfolios managers, as 

their job, are seeking to identify price dislocations in the market.  And you can 
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imagine how signaling your daily trading activity to the market has the 

potential to open you up to front-running, which ultimately hurts your 

shareholders, by eroding the manager’s alpha potential.  Essentially, if others 

in the market know what you’re buying while you’re still buying it, price could 

be bid up and it could be disadvantageous for the shareholders of that 

strategy.  Now, we do still have some active ETFs in the industry today.  But a 

lot of that has been within the fixed-income space.  A lot of these are fully 

transparent.  So, while on the equity side there are a lot of concerns, on the 

fixed-income side, the same types of concerns around front-running don’t 

seem to exist.  Essentially, it’s a lot harder to replicate one of these portfolios, 

because in many instances the same bonds just aren’t available for purchase.  

That said, there are some fully transparent active-equity ETFs in the market 

today.  These are largely run by smaller asset managers or they’re quantitative 

strategies, without the same fundamental stock-picking that you see in a lot of 

other active portfolios. 

 

So, using this as a backdrop, we want to get into why there is potential for 

active-equity and what Fidelity has done to address the challenges inherent in 

the industry.  This timeline demonstrates the length of time that Fidelity has 

but also how we’ve persevered and committed to being able to deliver active 

management in the ETF vehicle.  Starting in initial discussions with regulators 
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in 2007, Fidelity has filed multiple updates to our exempted application, 

seeking to get permission from regulators for a new flavor of ETF which are not 

required to disclose full holdings on a daily basis.  With a lot of back and forth, 

a lot of discussion, we were finally able to get their approval for our structure 

at the end of 2019.  And just three weeks ago, we were able to launch our first 

three active-equity ETFs.   

 

Why did we take so many years, 13 years of partnership with the SEC in order 

to get to that point?  And it’s really because of what we show here.  We 

wanted the ability to solve for this problem of giving investors the features of 

the ETF that they know and love and combining that with the benefits and 

alpha potential of active management.  We like to refer to this as exchange-

traded alpha, which is the ability to have the features that you want of the 

vehicle but with the benefits that active management can provide.  The way I 

like to think about this is essentially bringing the best of both worlds.  With 

active management, you get the portfolio manager’s decision-making.  You 

get the professional management from that portfolio manager, in partnership 

with research analysts.  And you get all of that, wrapped in the ETF vehicle that 

a lot of our investors know and love.  This way they get the benefits of those 

features that we discussed earlier, like the tax efficiency of the in-kind creation 
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and redemption process, the potential for lower investment cost, the 

possibility to trade like a stock and buy on margin, with stop or limit orders. 

 

And so, the real question gets to how were we able to accomplish this.  And 

we’ll talk a little bit about the mechanics of it today.  But this really capitalizes 

on the three pillars which were of the utmost importance for us, as we were 

developing this methodology.  The first, and we covered this a little bit -- but 

we didn’t want to compromise.  We really wanted to be able to offer all of 

those features of ETFs that our investors know and love with the potential of 

active management.  And we wanted to make sure that we were preserving all 

of these features together but also delivering it in a product that offers a 

seamless experience to investors.  We wanted your experience to be just the 

same as if you were buying any other ETF, basically giving you the benefit but 

not taking away the simple user experience that you’re accustomed to.  

Second, we needed to figure out an approach that would allow us to shield 

daily trading activity but also provide sufficient transparency to the market, 

allowing authorized participants to effectively arbitrage and keep spreads 

tight.  Essentially, there’s a reason why daily holdings disclosure was a 

requirement for ETF.  For authorized participants in the market to be able to 

issue new shares, they needed to know what was in the portfolio.  And without 

having access to full daily holdings, that could be a challenge.  And so, we 
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wanted to come up with an approach that gave them sufficient transparency, 

sufficient insight into the portfolio, without revealing so much of the daily 

trades that it costs the shareholders alpha potential that could be eroded with 

front-running.  We’ve been avoiding the term nontransparent here, when we 

talk about this, although it is a term you’ll see in the industry, used quite a lot.  

But we believe the structure still gives enough insight into current holdings to 

make an effective product, while still delivering the alpha potential that our 

clients are looking for.  And then, finally, we wanted to ensure our approach 

was what we’ll call ecofriendly.  Essentially, we didn’t want to require any 

additional infrastructure or operational build-out to accommodate on the part 

of end investors like yourself but also for the other firms and partners that we 

have within the industry.  There is a well-working ETF ecosystem that’s already 

established.  And we really wanted to make sure that our approach fit nicely 

into that and was as seamless as possible for investors, advisors, and asset 

managers. 

 

So next we’ll get into a little bit of the methodology and how we actually 

achieve this sufficient transparency that we were striving for.  And essentially, 

it all ties to this concept of a Tracking Basket.  So, the three pillars that I talked 

about earlier, it’s the Tracking Basket approach that is really what allows us to 

facilitate all of them.  It shields the daily trades, preserving alpha, for our 
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excess-return potential.  And it also allows the marketplace to understand 

what kind of exposures are within the portfolio, which facilitates effective 

creation and redemption.  And finally, it fits neatly into the already established 

ETF ecosystem, by serving as a daily file that gets published day about the 

ETFs holdings.  If we look at the schematic here and you look at the characters 

on the right-hand side, the shareholder, the broker-dealer, the authorized 

participant, that diagram would look exactly the same if you were talking 

about any other type of ETF.  Shareholders will still be able to buy through a 

broker or on an exchange.  Authorized participants play a role in creating new 

shares and managing the spreads in the industry.  And all of that works in the 

same way with these products.  The one nuance is this teal box, which is called 

Fidelity’s Tracking Basket.  Essentially, traditional ETFs provide a daily file to 

the market, that says exactly what securities are held and exactly those 

weights.  We’re simply providing a different file, every single day, that looks a 

lot like the underlying exposure but shields some of the individual trading 

activity that is done.  Our active-equity ETFs will disclose our full holdings, just 

like our mutual funds do, and instead will use this daily file, to facilitate the 

creation and redemption process that’s needed for the daily market activity.  

The way we create this Tracking Basket is to take the last publicly disclosed 

holdings, include a set of representative ETFs to augment any exposure that 

may have changed since the last disclosure period.  And then we run a 
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quantitative optimization model, to develop a portfolio whose performance 

should track closely to that of the ETF. 

 

Another way that I like to think about it is thinking about your grandmother’s 

famous cookies.  You want to enter a baking competition using grandma’s 

famous cookies.  And so, you bake them.  You include all of those secret 

ingredients, the recipe that she’s perfected over years.  And when it comes 

down to entering into the baking competition, you’re supposed to submit a 

copy of the recipe.  But if you submit the recipe, then everybody knows all of 

grandma’s secret ingredients.  And so, you instead submit a recipe that’s 

close, is still a cookie recipe, it’s still going to taste really good if anyone 

follows it, but you keep those secret ingredients to yourself.  Now, the judges 

of the competition, they’re tasting grandma’s actual famous cookies, because 

you baked them with those secret ingredients.  You just don’t want all of the 

secret ingredients out there, for anyone who looks at the recipe.  And that’s 

essentially how this works.  The Tracking Basket is like the recipe that you 

submit.  It gives insight into the fact that it’s a cookie, it’s grandma’s recipe, 

had chocolate chips.  This one will too.  But it doesn’t have every single secret 

ingredient in there.  The judges can still evaluate her actual cookie.  And the 

end investors of the ETF are going to hold the actual holdings that the 
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portfolio manager wants them to.  We’re just using this one step in the process 

to help protect the IT of those portfolio managers.  

 

And so, with this as a background into the structure, I just want to introduce 

our product to the market.  So, we were really excited.  After so many years of 

designing this structure, we were finally, three weeks ago, able to bring to 

market three active-equity ETFs, that utilize this approach.  Our goal was to 

bring a suite of capabilities to the market.  So, we have a value strategy, and 

opportunistic or core strategy, and a growth strategy.  The Fidelity Blue Chip 

Value ETF, ticker FBCV, is a large-cap, value-oriented strategy, seeking capital 

appreciation.  Fidelity New Millennium ETF, ticker FMIL, is an opportunistic 

strategy, that will invest across all sectors, market capitalizations, and styles.  

And then Fidelity Blue Chip Growth ETF, ticker FBCG, is a domestic-equity 

growth strategy, with a large-cap bias.  And we’ll hear from Sonu Kalra in just a 

few minutes, to talk a little bit more about that strategy.  But essentially, these 

three represent our first suite of active-equity ETF.  They utilize this Tracking 

Basket approach that we discussed.  They are available for purchase on 

fidelity.com.  You can buy these the same way you would any other ETF.  And 

they are our best approach at giving you the active-management capabilities 

that Fidelity has been developing over our 70-plus-year history but with the 

flexibility of an ETF trading vehicle.  They’re available for 59 basis points.  And 
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we’re really excited that we have this offering for you and can bring both the 

benefits of active management -- and combine that with the features of the 

ETF.  With that, I will stop and turn it over to Sonu, who’s going to take you 

through Fidelity Blue Chip Growth ETF and the investment process and 

philosophy that he’s using in that strategy.  Sonu, I’ll turn it over to you. 

 

Sonu Kalra: Thanks, Adina.  And thanks, everyone, for taking the time out of your 

schedule with us today.  Just to start, maybe I thought I’d tell you a little bit 

about the overall strategy for the Fidelity Blue Chip Growth ETF.  The 

overarching theme that we’re trying to really focus on is identifying companies 

where the market is not only mispricing the absolute rate of growth but also 

the durability or the sustainability of the growth.  So, if you look over history, 

the market does a pretty good job of identifying what we classify as traditional 

growth companies.  So historically, if you looked at an Apple or a Starbucks, 

the market does a really nice job of figuring out that these companies are 

good companies, with good business models and show the characteristics of a 

growth company.  Where the market really has trouble is trying to figure out 

the durability or the sustainability of the growth rate.  So, if you take Apple as 

an example...  I was actually the Apple analyst, you know, in the early 2000s, 

when they introduced the iPod.  Everyone thought that they were a hardware 

maker -- get commoditized.  Next thing you know, they took the iPod, 
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introduced the phone, and then kind of continued, created an ecosystem 

around it.  And that growth rate around Apple has persisted for much longer 

than investors anticipated, which has led to outsized returns for investors.  And 

that’s really what to do, as a portfolio manager, is trying to find these 

companies that can grow sustainably over long periods of time. 

 

Just a little background on me.  I’ve been at Fidelity for over 20 years.  I’ve 

headed up our technology research group for several years and then started 

managing several funds, technology-focused funds, in the early 2000s.  And 

for the past 10-years-plus, I’ve been running the Fidelity Blue Chip Growth 

Fund mutual fund and just launched the Fidelity Blue Chip Growth ETF.  

Which, I’m really excited to put that same strategy to work, with the 

advantages of active management. 

 

Tell you a little bit about my philosophy and process.  The one thing that I 

really try to focus on is trying to find companies that can grow earnings 

double-digits over the long term.  And I’ll touch on why I focus on that double-

digit hurdle.  And to simplify it, it’s really trying to identify, really, fish in a pond, 

where there’s a lot of fish.  Focus a lot on fundamentals.  I spend a lot of time 

with our global research department, trying to identify companies that are in 

good industries, have competitive barriers that can lead to pricing power.  We 
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used to travel a lot.  We haven’t been, the last few months, given the 

pandemic.  We’re doing a lot of Zoom calls, meeting with management, not 

just what I would call the CEO level or CFO -- the C-suite but really the 

business-unit-level managers, and trying to understand how the strategy flows 

down from the top, throughout the organization.  And that’s really important 

to me.  I still think of myself as an analyst, at heart.  I spend a lot of time doing 

fundamental analysis and really trying to identify companies where the market 

is, really, mispricing the durability of the growth. 

 

The reason I focus on that double-digit hurdle...  If you look at the bottom 

chart there, you see a blue line that really separates itself from the other lines, 

the light-blue line.  That’s a portfolio of companies that grow earnings double 

digits each year.  And so, it’s really as simple as that.  If you can find these 

companies early on and hold onto them for a long time, you can really 

compound that growth rate and participate in the upside all the time, versus 

portfolios of the companies that don’t grow their earnings double digits or the 

S&P 500, which are the other two lines. 

 

In terms of how I think about defining blue-chip and growth, it really boils 

down to three buckets.  First, on the blue-chip side, I look at the business 

model, I look at the returns, and then the growth characteristics.  On the 
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business model side, it’s really trying to do the traditional competitive analysis.  

Think of it as Porter’s five forces.  I pay a lot of attention to capital intensity.  

Does the business require repeated access to capital to fund its growth?  I 

started out as a media analyst, here at Fidelity.  And one of the industries that I 

covered was the radio industry.  And it was going through a period of 

consolidation.  And what I learned really quickly is, even though the 

companies looked very expensive on the surface, they actually were really 

good businesses.  Because you could operate a radio station in a very small 

footprint and generate very high returns.  And they were generating a lot of 

cash flow.  And so, they were really good businesses.  And that kind of really 

set my high, on trying to identify companies that can generate cash.  They 

don’t have to be generating cash today.  One of the things, as a growth 

investor, that I focus on is a company that can have the potential to generate 

cash in the future.  Doesn’t need to be generating cash day one.  A lot of 

times, you need to reinvest that cash back in the business. 

 

The second thing I focus on is returns, and return on equity, return on assets, 

return on invested capital.  They really guide me, in terms of the quality of the 

business.  And really pay attention to management teams and their history of 

allocating capital.  Have they made good acquisitions, bad acquisitions, 

they’ve reinvested in the business?  The other thing that I focus on is really the 
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direction of those returns.  Are the returns improving or are they deteriorating?  

That’s really important to me.  What I find is, when companies can reinvest in 

their business in opportunities that are better than their existing business, that 

typically leads to improving margins and also a higher P/E, that the market’s 

willing to pay.  And so not only do you participate in the earnings growth but 

the multiple usually goes up.  And so, you get paid twice. 

 

The third bucket that I focus on is really growth.  Organic revenue growth is 

typically the first question that I ask an analyst when they bring me a new idea.  

It’s the one metric that really puts all companies on an even scale.  And so, you 

know, earnings, there’s different accounting characteristics associated with 

how different industries calculate earnings.  But revenue is revenue.  And I 

really try to focus on organic revenue growth.  And one of the other questions I 

typically ask is market share.  Is the company gaining market share or losing 

market share?  And it really gives me an indication of the competitive intensity 

of the business. 

 

On the growth side, I also break it down into three buckets, secular growers, 

cyclical growers, opportunistic growers.  On the secular side, it’s really trying to 

identify companies that can benefit from secular trends.  You know, some 

trends that we’re focused on currently, health and wellness -- more recently, 



 

16 

 

with the pandemic, work-from-home has become a big trend -- 5G, e-

commerce, health and wellness, which I mentioned, also personalized 

medicine, artificial intelligence.  So, when we can identify these trends, what 

we’ll try to do is find companies that can benefit and participate in these 

trends.  And the market is really typically underestimating the magnitude of 

the growth opportunity here and really the duration or the sustainability of that 

growth.  So, if you think about Apple again as an example, that mobility trend 

has been around for many years, over a decade.  And when they launched the 

iPhone, their initial goal was to capture one percent of the overall handset 

market.  And they’re well above that today. 

 

On the cyclical side, it’s really companies focusing on the business cycle, and 

where companies can benefit from where we are in that business cycle.  This is 

a great time to identify some cyclical companies, where the consensus can 

typically get overly pessimistic during downturns.  The energy industry is a 

great example of that a few years ago, where oil prices had fell, the industry 

cut production, and oil prices recovered.  The housing industry, another 

example, in the global financial crisis, which was the epicenter.  And typically, 

the market assumes that the future will look like the past and really doesn’t fail 

to rebound.  And so cyclical industries like those -- semiconductors can fit into 

that category as well -- can provide opportunities. 
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And the last bucket is what I characterize as opportunistic opportunities.  

These are companies that may be benefiting from industry dynamic changes 

or what I consider self-help stories.  A lot of these can be a new management 

team coming in, a new CEO, or a turnaround -- sometimes there are new-

product introductions -- where the company is really not depending on outside 

forces but really controls its own destiny in terms of providing an opportunity 

to show some growth. 

 

In terms of how all this comes together on the portfolio construction side, it’s 

really, as I mentioned identifying these themes.  I touched on some of them.  

These are long-term themes, that really don’t change, and they should be 

secular tail winds for several years.  So some of these include e-commerce, 

internet advertising, cloud computing, data, as more and more people get 

access to data, personalized medicine -- I think we’re seeing real technological 

medical advances on personalized medicine -- artificial intelligence, how that’s 

impacting the healthcare industry, as well as autonomous driving, and then 

sustainable energy, electric vehicles.  I think we’re on the cusp of the 

penetration curve there and so we should see dynamic changes on that front.  

So, we’ll try to identify some of these themes and then really try to dig deep 

down and find companies that can benefit from some of these themes and can 
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really show that durability of growth that I touched on earlier. In terms of what 

we’ve seen over the last, what I would say, several decades and why, you 

know, growth and technology, in particular, are so important, one of the 

biggest themes has been just the declining cost of technology is enabling 

mass adoption.  So, when you look at the cost of storage, the cost of memory, 

computing trend, that’s really gone down, by orders of magnitude, over the 

last 50 years.  And that’s making technology more pervasive in our lives.  And I 

almost equate it to technology is becoming more like a consumer staple.  And 

I think the pandemic has been a great example of that, where we’ve replaced, 

you know, human interaction or physical interaction with digital interaction.  

And companies are really focused on digital transformations inside their 

enterprises, in order to accomplish that.  And I think that’s a trend that we’re 

going to continue to see for many, many years. 

 

Another theme is e-commerce.  In terms of where we are in penetration, in the 

United States we’re still at about 10 percent of overall retail sales, which is 

actually smaller number than where China is.  China’s closer to 20 percent of 

overall retail sales.  And so, I think that number’s going to continue to grow.  

And we’ve identified companies that can take advantage of that secular 

growth theme and participate in the growth of the shift from traditional bricks-

and-mortar sales to e-commerce. 
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Another theme is internet advertising.  As a former media analyst, when we 

look at how media’s being consumed today, it’s completely different than how 

media was consumed a decade ago or two decades ago.  My kids don’t even 

know what linear TV is.  Everything is on-demand.  They want to watch what 

they want, when they watch it.  And that has huge implications for how 

advertising is spent.  And so, we’re seeing those changes take place, where 

we’re seeing shifting ad dollars from those traditional media mediums to more 

digital medias.  And again, that’s a long-term secular trend. 

 

Another one is AI or artificial intelligence.  And I think it’s really at the 

intersection of a lot of trends, including healthcare.  I mentioned autonomous 

driving.  We’re seeing lots of examples of where companies are really 

deploying artificial intelligence.  And one of the great things about this right 

now is how it’s being used to find a cure for COVID-19.  The CEO of NVIDIA, 

which is one of the semiconductor makers that makes chips to enable artificial 

intelligence, talked about, on their last earnings call, how they saw a big 

increase in their business as a result of demand from healthcare institutions 

and universities on trying to identify a cure for COVID-19.  So, we’re pulling 

out all the stops, in order to do this.  So that’s one example.  Another example 

is autonomous driving.  We’re at the early stages of that.  When you see what 
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can be done, I’d say we’re at level three right now.  But over the next three to 

five years, I think we’re going to see big advances on autonomous driving.  So 

that’s artificial intelligence. 

 

And kind of adjacent to that is sustainable energy and electric vehicles.  We’re 

seeing battery cost come down very quickly.  Just in a few years, we’re going 

to see the cost of an electric vehicle and a combustion engine kind of hit the 

crossover point.  And we think that’s going to be a big factor in driving EV 

adoption.  And so, we’re at the very early stages of that today but we think 

that’s a trend that’s here to stay.  And then along with that are other alternative 

energy sources as well, that can participate in that. 

 

In terms of how the fund is managed, I manage the day-to-day fundamental 

aspects of the research.  My co-manager, Michael Kim, helps me execute what 

we’re doing, on the ETF side, as Adina mentioned, about the recipe.  He kind 

of holds the secret sauce on the recipe and helps execute that, so we can do it 

in a manner that doesn’t impact the mutual fund shareholders.  But the 

strategies are very similar.  And the great thing is is I’m really excited to be able 

to bring this strategy to the ETF front. 

 

END OF AUDIO FILE 
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Not FDIC Insured. May Lose Value. No Bank Guarantee. 

 

Not NCUA or NCUSIF insured. May lose value. No credit union guarantee. 

 

Before investing in any mutual fund or exchange-traded fund, you should consider its 

investment objectives, risks, charges, and expenses. Contact Fidelity for a prospectus, an 

offering circular, or, if available, a summary prospectus containing this information. Read 

it carefully. 

 

Information presented herein is for discussion and illustrative purposes only and is not a 

recommendation or an offer or solicitation to buy or sell any securities. The views and 

opinions expressed are those of the authors and speakers as of the date indicated and do 

not necessarily represent the views of Fidelity Investments or its affiliates. Any such views are 

subject to change at any time based on market or other conditions, and Fidelity disclaims any 

responsibility to update such views. 

 

Any screenshots, charts, or company trading symbols mentioned are provided for illustrative 

purposes only and should not be considered an offer to sell, a solicitation of an offer to buy, 

or a recommendation for the security. 

 

As with all your investments through Fidelity, you must make your own determination 

whether an investment in any particular security or securities is consistent with your 

investment objectives, risk tolerance, financial situation, and evaluation of the security. 

Fidelity is not recommending or endorsing these investments by making them available to its 

customers. 

 

Diversification/asset allocation does not ensure a profit or guarantee against loss. 

 

Past performance is no guarantee of future results. 
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All indexes are unmanaged, and performance of the indexes includes reinvestment of 

dividends and interest income, unless otherwise noted. Indexes are not illustrative of any 

particular investment, and it is not possible to invest directly in an index. 

 

Fidelity does not provide legal or tax advice. The information herein is general in nature and 

should not be considered legal or tax advice. Consult an attorney or tax professional 

regarding your specific situation. 

 

ETFs are subject to management fees and other expenses. Unlike mutual funds, ETF 

shares are bought and sold at market price, which may be higher or lower than their NAV, 

and are not individually redeemed from the fund. 

 

Exchange-traded products (ETPs) are subject to market volatility and the risks of their 

underlying securities, which may include the risks associated with investing in smaller 

companies, foreign securities, commodities, and fixed income investments. Foreign 

securities are subject to interest rate, currency exchange rate, economic, and political risks, 

all of which are magnified in emerging markets. ETPs that target a small universe of 

securities, such as a specific region or market sector, are generally subject to greater market 

volatility, as well as to the specific risks associated with that sector, region, or other focus. 

ETPs that use derivatives, leverage, or complex investment strategies are subject to 

additional risks. The return of an index ETP is usually different from that of the index it tracks 

because of fees, expenses, and tracking error. An ETP may trade at a premium or discount to 

its net asset value (NAV) (or indicative value in the case of exchange-traded notes). The 

degree of liquidity can vary significantly from one ETP to another and losses may be 

magnified if no liquid market exists for the ETP's shares when attempting to sell them. Each 

ETP has a unique risk profile, detailed in its prospectus, offering circular, or similar material, 

which should be considered carefully when making investment decisions. 

Stock markets are volatile and can fluctuate significantly in response to company, industry, 

political, regulatory, market, or economic developments. 

 

IMPORTANT ADDITIONAL RISK INFORMATION: Fidelity Active Equity ETFs 
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These ETFs are different from traditional ETFs. Traditional ETFs tell the public what assets 

they hold each day. These ETFs will not. This may create additional risks for your investment. 

For example, you may have to pay more money to trade the shares of these ETFs. These 

ETFs will provide less information to traders, who tend to charge more for trades when they 

have less information; the price you pay to buy ETF shares on an exchange may not match 

the value of each ETF’s portfolio. The same is true when you sell shares. These price 

differences may be greater for these ETFs compared to other ETFs because they provide less 

information to traders; these additional risks may be even greater in bad or uncertain market 

conditions; each ETF will publish on Fidelity.com and i.Fidelity.com a “Tracking Basket” 

designed to help trading in shares of the ETF. While the Tracking Basket includes some of the 

ETF’s holdings, it is not the ETF’s actual portfolio. The differences between these ETFs and 

other ETFs may also have some advantages. By keeping certain information about the ETFs 

secret, they may face less risk that other traders can predict or copy their investment strategy. 

This may improve the ETFs’ performance. However, if the investment strategy can be 

predicted or copied, this may hurt the ETFs’ performance. For additional information 

regarding the unique attributes and risks of these ETFs, see section below. 

 

The objective of the actively managed ETF Tracking Basket is to construct a portfolio of 

stocks and representative index ETFs that tracks the daily performance of an actively 

managed ETF without exposing current holdings, trading activities, or internal equity 

research. The Tracking Basket is designed to conceal any nonpublic information about the 

underlying portfolio and only uses the Fund’s latest publicly disclosed holdings, 

representative ETFs, and the publicly known daily performance in its construction. You can 

gain access to the Tracking Basket and the Tracking Basket Weight overlap on Fidelity.com or 

i.Fidelity.com. 

Although the Tracking Basket is intended to provide investors with enough information to 

allow for an effective arbitrage mechanism that will keep the market price of the Fund at or 

close to the underlying NAV per share of the Fund, there is a risk (which may increase during 

periods of market disruption or volatility) that market prices will vary significantly from the 

underlying NAV of the Fund; ETFs trading on the basis of a published Tracking Basket may 
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trade at a wider bid/ask spread than ETFs that publish their portfolios on a daily basis, 

especially during periods of market disruption or volatility, and, therefore, may cost investors 

more to trade, and although the Fund seeks to benefit from keeping its portfolio information 

secret, market participants may attempt to use the Tracking Basket to identify a Fund’s 

trading strategy, which, if successful, could result in such market participants engaging in 

certain predatory trading practices that may have the potential to harm the Fund and its 

shareholders. Because shares are traded in the secondary market, a broker may charge a 

commission to execute a transaction in shares, and an investor may incur the cost of the 

spread between the price at which a dealer will buy shares and the price at which a dealer 

will sell shares. 

 

© 2020 Morningstar, Inc. All rights reserved. The information contained herein: (1) is 

proprietary to Morningstar and/or its affiliates; (2) may not be copied or distributed; (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. 

Morningstar is a registered trademark of Morningstar, Inc., and is not affiliated with Fidelity 

Investments. 
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