First Trust CBOE S&P 500 VIX Tail Hedge Fund

Tail Risk Hedging
Finding the right mix of investments is a key factor to successful investing. Because different investments often react differently to economic and market
changes, diversifying among investments that focus on different areas of the market typically helps to reduce volatility and also has the potential to
enhance returns. However, occasionally extreme and unexpected events may occur, which produce widespread deep market declines and may devastate
an entire portfolio. Those events, such as the 2008 global financial crisis, have taught us that one severe market shock can erase many years of market
gains. Tail risk hedging is used to potentially provide some protection from those extreme times and, in some cases, may potentially profit from them.
Tail risk is technically defined as higher-than-expected risk that an investment will move more than three standard deviations from the mean. In layman’s
terms it is the possibility that an unlikely event will occur and cause a very large loss. Until recently, most people outside of Wall Street experts had little
knowledge of the meaning of the terms “tail risk” or “tail risk hedging.” In the wake of recent economic turmoil, interest in tail risk hedging has grown and
is seen as a way to hedge against a possible destructive economic disaster.

Black Swan Events
Black swan is a cliché that refers to an event that is a
surprise and has a major impact. Historically, these
unforeseen events have wreaked havoc on the
financial markets. Below is a list of black swan
events and the performance of the S&P 500 Index
over the short period that followed.
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1987 Stock-Market Crash
(10/16/87 – 12/4/87)
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Iraqi Invasion of Kuwait
(8/2/90 – 10/11/90)
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September 11 Attacks

CBOE Volatility Index® (VIX®) as a Hedge
The CBOE Volatility Index® (VIX®), is a key measure of market expectations of near-term
volatility conveyed by S&P 500 stock index option prices. A rise in the VIX is a signal that
investors are becoming nervous about downside volatility in the market. Conversely, the VIX
falls as investors become less concerned.
The VIX Index is intriguing because it typically has a negative correlation of returns versus
many other stock indexes. Correlation is a statistical measure of how two securities move in
relation to each other. The higher the correlation, the greater has been the similarity of
performance. Conversely, negatively correlated securities move in opposite directions.
Strong negative correlation between the VIX Index and the S&P 500 Index may result in
diversification benefits from adding a VIX position to an S&P 500 Index portfolio. Since VIX
is not directly investable, to gain exposure, investors would have to consider an investment
in VIX futures or call options. VIX options may be a powerful hedging tool for protecting
portfolios against tail risk.
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Implosion of Long-Term
Capital Management
(7/17/98 – 8/31/98)
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Negative Correlations for Daily Returns of VIX Index to S&P 500 Index
0.0

Collapse of Lehman Bros.
(9/12/08 – 3/9/09)
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Source: The Wall Street Journal
Past performance is no guarantee of future results. This
information is for illustrative purposes only and not
indicative of any actual investment. The illustration
excludes the effects of taxes and brokerage commissions
or other expenses incurred when investing. Investors
cannot invest directly in an index. The S&P 500 Index is an
unmanaged index of 500 stocks used to measure large-cap
U.S. stock market performance.
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Past performance is no guarantee of future results.
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First Trust CBOE S&P 500
VIX Tail Hedge Fund

S&P 500 Index vs. VIX Index
1/2/90–2/28/13

The First Trust CBOE S&P 500 VIX Tail Hedge Fund is an
exchange-traded fund which seeks investment results
that correspond generally to the price and yield (before
the fund’s fees and expenses) of the CBOE VIX Tail Hedge
IndexSM. The CBOE VIX Tail Hedge Index provides broad
exposure to the S&P 500 Index and may temper huge
market movements by utilizing a volatility hedge. It
tracks the performance of a hypothetical portfolio that
buys each security in the S&P 500 Index (with dividends
reinvested) and allocates a selective percentage to onemonth VIX calls on the index. The calls are held to
expiration and replaced by new calls, a procedure called
“the roll.”
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In order to reduce hedging cost, the weight of the VIX
calls in the index varies at each roll depending on the
perceived likelihood that a “black swan” event is about to
occur. Historically, based on CBOE® research, deep market
declines have rarely occurred at very low or very high
levels of expected volatility and have been more
frequent for intermediate levels. Based on this, no VIX
calls are purchased at the roll if expected future volatility
lies outside the corridor ranging from 15 to 50.
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This design attempts to reduce hedging costs by limiting
the number of calls purchased during periods of
expected low volatility and has the effect of taking VIX
option profits when extreme volatility levels are reached.

Opening Price
of VIX® Futures

Weight Given
to VIX® Calls

Less than or equal to 15

0.00%

Above 15 and less than or equal to 30

1.00%

Above 30 and less than or equal to 50

0.50%

Above 50

0.00%
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S&P 500 Index Daily Closing Price (left scale)
VIX Index Daily Closing Price (right scale)
Data Source: Bloomberg
Past performance is no guarantee of future results. This chart is for illustrative purposes only and not
indicative of any actual investment. The illustration excludes the effects of taxes and brokerage
commissions or other expenses incurred when investing. Investors cannot invest directly in an index.

Why Consider the First Trust CBOE S&P 500 VIX Tail Hedge Fund?
History has shown that major market events can and do happen. Tail hedging is the
practice of attempting to protect a portfolio from extreme market moves that are the
result of random, unexpected, and unpredictable events. Unexpected events of this
nature often result in rapid increases in both realized and implied market volatility.
The fund will track an index which utilizes a tail hedging strategy. This strategy allows
the fund to attempt to profit from the sudden rise in implied volatility due to any
unexpected event.
o The fund provides broad U.S. equity market exposure by tracking the S&P 500
Index, with a small percentage selectively allocated to a “tail hedge” utilizing VIX
call options as needed.

o The fund provides a convenient way to attempt to hedge against tail risk for the
long-term investor. VIX call options may generate positive returns in turbulent
periods. The gains from the call options would then potentially offset some of
the losses incurred in the common stock portfolio; however, there is no
guarantee that the tail hedging strategy will offset losses.

Standard & Poor’s and S&P are registered trademarks of Standard & Poor’s Financial Services LLC (“SPFS”) and Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow
Jones”) and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by First Trust Advisors L.P. “S&P 500®” is a registered trademark of SPFS; “CBOE®”, Chicago
Board Options Exchange®, CBOE Volatility Index® and “VIX®” are registered trademarks of Chicago Board Options Exchange, Incorporated (“CBOE”); and have been licensed for use by S&P Dow Jones
Indices LLC and First Trust Advisors L.P. The “CBOE VIX Tail Hedge Index” is a product of S&P Dow Jones Indices LLC, and has been licensed for use by First Trust Advisors L.P. The First Trust CBOE S&P
500 VIX Tail Hedge Fund is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates, or CBOE and neither S&P Dow Jones Indices LLC, Dow
Jones, S&P, their respective affiliates or CBOE make any representation regarding the advisability of investing in such product(s).

VIXH

First Trust CBOE S&P 500 VIX Tail Hedge Fund

Fund Objective
This exchange-traded fund seeks investment results that correspond generally to the price and
yield (before the fund’s fees and expenses) of an equity index called the CBOE VIX Tail Hedge Index.
o The CBOE VIX Tail Hedge Index consists of each equity security in the S&P 500 (with
dividends reinvested), and an amount of one-month, call options on the VIX Index that is
determined by the level of forward volatility.

o On the day of the monthly expiration of VIX options, previously purchased VIX calls are
cash-settled and new VIX calls are purchased by the index at the 10:00 am Central Time
asking price. The percent of money allocated to VIX calls depends on the level of forward
volatility of the S&P 500 at the next call expiration as measured by the opening price of
VIX futures with the same expiration as the calls as follows:
n VIX futures less than or equal to 15, no VIX calls are purchased
n VIX futures above 15 and less than or equal to 30, 1% of portfolio in VIX calls
n VIX futures above 30 and less than or equal to 50, 0.50% of portfolio in VIX calls
n VIX futures above 50, no VIX calls are purchased

Details
Fund Ticker
Fund Inception Date
CUSIP
Intraday NAV
Index Ticker
Index Inception Date
Expense Ratio
Rebalance Frequency
Primary Listing

VIXH
8/29/12
33733E609
VIXHIV
VXTH
7/29/11
0.60%
Monthly
NYSE Arca

o This dynamic allocation to VIX calls is designed to reduce hedging costs by limiting the
number of VIX calls that are purchased during periods of expected low volatility, and also
has the effect of taking VIX option profits when extreme volatility levels are reached.

o The index is reconstituted and rebalanced monthly.

You should consider the fund’s investment objectives, risks, and charges and expenses carefully before investing. Contact First Trust Portfolios L.P. at
1-800-621-1675 or visit www.ftportfolios.com to obtain a prospectus or summary prospectus which contains this and other information about the
fund. The prospectus or summary prospectus should be read carefully before investing.

ETF Characteristics
The fund lists and principally trades its shares on the NYSE Arca, Inc.
The fund’s return may not match the return of the CBOE VIX Tail Hedge Index. The fund may not be fully invested at times. Securities held by the fund will
generally not be bought or sold in response to market fluctuations.
Investors buying or selling fund shares on the secondary market may incur customary brokerage commissions. Market prices may differ to some degree
from the net asset value of the shares. Investors who sell fund shares may receive less than the share’s net asset value. Shares may be sold throughout the
day on the exchange through any brokerage account. However, unlike mutual funds, shares may only be redeemed directly from the fund by authorized
participants, in very large creation/redemption units.

Risks
The fund’s shares will change in value, and you could lose money by investing in the fund. One of the principal risks of investing in the fund is market risk.
Market risk is the risk that a particular stock owned by the fund, fund shares or stocks in general may fall in value.
The fund may invest in securities issued by companies concentrated in a particular industry.
The fund may effect a portion of creations and redemptions for cash, rather than in-kind securities. As a result, an investment in the fund may be less taxefficient than an investment in a more conventional exchange-traded fund.
The use of options and other derivatives can lead to losses because of adverse movements in the price or value of the underlying asset, index or rate, which
may be magnified by certain features of the derivatives. These risks are heightened when the fund’s portfolio managers use derivatives to enhance the fund’s
return or as a substitute for a position or security, rather than solely to hedge (or offset) the risk of a position or security held by the fund. The option positions
employed, as dictated by the attempt to replicate the index, may present additional risk. The value of an option may be adversely affected if the market for the
option becomes less liquid or smaller, and will be affected by changes in the value and dividend rates of the stock subject to the option, an increase in interest
rates, a change in the actual and perceived volatility of the stock market and the common stock and the remaining time to expiration. Additionally, the value
of an option does not increase or decrease at the same rate as the underlying stock (although they generally move in the same direction).
The fund is classified as “non-diversified.” A non-diversified fund generally may invest a larger percentage of its assets in the securities of a smaller
number of issuers. As a result, the fund may be more susceptible to the risks associated with these particular companies, or to a single economic, political
or regulatory occurrence affecting these companies.

1-866-848-9727 n www.ftportfolios.com
First Trust Advisors L.P. is the adviser to the fund. First Trust Advisors L.P.
is an affiliate of First Trust Portfolios L.P., the fund’s distributor.
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