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Structured Retirement Income:
The Role of Auto Callables Funds

By Weichurn Woo, CIM, EPC

In today's complex financial landscape, retirees and those approaching retirement are
constantly seeking innovative ways to generate stable income while managing risk.
Structured notes, particularly Auto Callables in mutual fund and ETF formats, have emerged
as compelling alternative investments that can play a crucial role in retirement income
strategies. This is especially true in light of bond challenging environment going forward with
Trump’s 2.0 election victory. This article explores how these financial instruments work and
their potential benefits for retirees.

Understanding Structured Notes and Auto Callables

Structured notes are synthetic investment products that combine a bond with a derivative
component, offering investors the potential for enhanced returns or principal protection
linked to the performance of an underlying asset or index. Auto Callable notes, a popular
type of structured note, have gained significant traction in recent years due to their unique
features and potential for attractive returns.

Key Features of Auto Callable Notes:

1. Defined Maturity: Auto Callable notes have a predetermined maturity date, typically
ranging from 1 to 5 years.

2. Automatic Call Feature: If the underlying asset reaches or exceeds a specified level
(the "call threshold") on predetermined observation dates, the note is "called" early,
returning the investor's principal plus a predetermined return.

3. Contingent Income: Many Auto Callable notes offer regular (often monthly or
quarterly) income payments, contingent on the underlying asset's performance.

4. Downside Protection: Some Auto Callable notes offer a level of principal protection,
often through a "barrier" that must be breached before the investor is exposed to the
full downside of the underlying asset, or a “gear buffer”, which would reduce the loss
in a market downturn.



Auto Callables in Mutual Fund format

While structured notes were traditionally available only to high-net-worth individuals or
institutional investors, the advent of Auto Callable mutual funds has democratized access
to these sophisticated investment strategies. These funds package multiple Auto Callable
notes, providing diversification and increased liquidity compared to individual structured

notes.

Advantages of Auto Callable Investment Funds for Retirement Income:

1.

Enhanced Yield Potential: In a low-interest-rate environment, Auto Callable funds
can offer higher yields compared to traditional bond fixed-income investments.

Downside Mitigation: The built-in downside protection features can help preserve
capital during market downturns, a crucial consideration for retirees.

Regular Income Stream: The contingent income feature of many Auto Callable
notes can provide a steady stream of income, aligning well with retirees' needs.

Diversification: Auto Callable funds can provide exposure to various underlying
assets and sectors, enhancing portfolio diversification.

Liquidity: Unlike individual structured notes, mutual funds and ETFs offer daily
liquidity, allowing investors to adjust their positions as needed.

Incorporating Auto Callable Funds into Retirement Portfolios

Auto Callable funds can serve as a valuable component of a well-diversified retirement

portfolio, complementing traditional stocks and bonds. Here are some strategies for

incorporating these instruments:

1.

Income Generation: Allocate a portion of the fixed-income portfolio to Auto Callable
funds to potentially enhance overall portfolio yield.

Risk Management: Use Auto Callable funds with strong downside protection
features to help mitigate overall portfolio risk.

Market Exposure: Gain exposure to specific markets or sectors through Auto
Callable funds linked to relevant indices or baskets of stocks.

Volatility Management: The defined return profile of Auto Callable notes can help
manage portfolio volatility, a key concern for retirees.



Risks and Considerations

While Auto Callable funds offer unique benefits, it's crucial to understand the associated
risks:

1. Complexity: The structures of Auto Callable notes can be complex, making it
essential for investors to fully understand the terms and potential outcomes.

2. Capped Upside: The automatic call feature may limit participation in significant
market rallies.

3. Credit Risk: The notes are subject to the creditworthiness of the issuer.

4. Market Risk: Despite downside protection features, investors may still be exposed to
market risk, especially in severe downturns.

5. Liquidity Risk: While more liquid than individual structured notes, Auto Callable
funds may still have lower liquidity compared to traditional mutual funds or ETFs.

Conclusion: A Valuable Tool in the Retirement Income Toolkit

Auto Callable structured notes, particularly in mutual fund format, represent an innovative
solution for retirees seeking to enhance income and manage risk in their investment
portfolios. By offering the potential for attractive yields, downside protection, and regular
income streams, these instruments can play a valuable role in addressing the unique
challenges faced by retirees in today's financial markets.

However, as with any investment strategy, it's crucial for investors to carefully consider their
individual financial situation, risk tolerance, and investment objectives. Consulting with a
financial advisor who understands these complex instruments can help ensure that Auto
Callable funds are appropriately incorporated into a comprehensive retirement income
strategy.

As the investment landscape continues to evolve, Auto Callable funds stand out as a
promising alternative for retirees looking to navigate the delicate balance between income
generation and capital preservation. By understanding and thoughtfully implementing these
sophisticated tools, retirees can potentially enhance their financial security and enjoy a
more comfortable retirement.

If you want to explore post-retirement goals aimed at creating healthy and balanced
financial strategies, please contact me at wwoo@researchcapital.com.
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