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Strategies

Balancing the Need for Income 
and Growth
The path to establishing financial security for retirement 
can take many routes. How much income you will need 
during retirement is specific to your lifestyle needs and  
will differ from investor to investor. And if you are 
already retired and require an income stream now, how 
do you maximize the ability to grow your portfolio and 
its cash flow in light of a low interest-rate environment? 
After all, we are living longer, and no one wants to run 
out of money during retirement.

Just as important is your appetite for risk, an increasingly 
important factor amid a backdrop of economic uncer-
tainty and market volatility. This is because a reluctance 
to invest money in the markets due to concerns over 
declines can potentially increase the risk that you will not 
be able to generate the returns you need to achieve your 
retirement savings goals.

So, how do you invest for growth and income in a  
low-yield world?

At Tower Square Investment Management, we believe 
investing requires greater sophistication, a proactive 
style, and a shift from a sole focus on returns to one that 
comprehends and addresses the level of risk investors 
are comfortable undertaking. We believe that investing 
takes discipline, expertise, and the tools and processes 
that are necessary for this level of complexity.

In order to address the need for income and growth in a 
portfolio in light of increasing market volatility amid the 
overall complexity of low interest rates, we bring you  
Yield Select.

Risk-Managed Income and Growth
Yield Select is a separately managed account strategy 
investing in highly liquid U.S.-listed equities, including 
stocks and funds. It was designed for clients who need 
income from their portfolios and are worried about rising 
inflation risks, as well as those looking for a strategy 
that capitalizes on the reinvestment of stable dividends 
and interest to maximize growth in a volatile market 
backdrop. However, we are aware that diversification 
alone has diminished in its ability to mitigate risk in 
today’s market and income is harder to come by in the 
current low-yield world. The overall goal of the Yield 
Select strategy is to expose your portfolio  
to less interest-rate risk than a bond portfolio and less 
stock market risk than an equity portfolio, while seeking 
to achieve the cash-flow attributes of fixed income and 
the growth attributes of stocks.

 

Like other Tower Square Investment Management 

strategies, Yield Select is based on the principle that it is 
more important to manage against losing money than it 
is to reach for extra return. In other words, we believe the 
key to positive long-term performance lies in the ability 
to avoid lower lows, not necessarily striving to achieve 
the highest highs. To accomplish this, Yield Select relies 
on three key attributes:

1.  Broad diversification as the foundation of a risk-
managed investment strategy

2.  A robust process for selecting dividend-paying stocks 
and funds to help enhance yield

3.  Systematic, dynamic rebalancing to adapt to our 
outlook and market conditions while striving to adhere 
to your long-term objectives

THE SELECT STRATEGIES

YIELD SELECT

Diversification and asset allocation do not guarantee  
a profit nor protect against loss in a declining market. 
They are methods used to help manage risk.
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Strategies

Your Yield Select Portfolio
Portfolios are constructed under the premise that, in 
light of a volatile stock market and low interest-rate 
environment, income and growth can be optimized via 
a strategy that tries to maximize cash flow from both 
dividends and interest payments with an allocation to 
both equities and fixed income. To this end, Yield Select 
portfolios are composed of three parts. The first invests 
in individual stocks deemed to have sustainable high-
dividend yields, as well as the potential for dividend 
growth. Over time, dividends have been a critical part of 
an equity investor’s total return. Consider that from 1972 
to August 2015, as of August 2015, companies within 
the S&P 500 that have paid and grown their dividends 
have realized a 9.8 percent annualized return compared 
to only 2.5 percent per year from those companies that 
paid no dividend.* This difference becomes particularly 
important over longer time frames due to the power of 
compounding.

The second part invests in funds, representing income-
producing equity, fixed income and alternative asset 
classes. The inclusion of funds in Yield Select helps 
enhance the yield and diversification of the portfolio, 
providing exposure to investments that are complemen-
tary to the individual stocks. These funds are run through 
a rigorous selection process by our research team to 
ensure they will fulfill the desired role within the broader 
portfolio. The final part of the portfolio is comprised of 
tactical ETF holdings where we see the best short-term 
risk-reward opportunities. This tactical portion is meant 
to allow us to nimbly shift the portfolio to exhibiting a 
more aggressive orientation (by increasing the equity 
exposure) or a more defensive orientation (by increasing 
the bond and cash exposure). Over time, the portfolio 
targets a balanced allocation of approximately 55 percent 
equities and 45 percent bonds, but this third bucket 
allows us to shift the profile up to 75 percent equities or 
down to 35 percent equities.

Combined, these three pieces comprise a portfolio of  
approximately 40 to 60 positions that is diversified 
by asset class, sector and size. The goal is to generate 
current income through dividends, interest income 
and royalty payments, while concurrently offering the 
potential for long-term appreciation with the flexibility 
to tactically reduce equity and/or interest-rate risk.

Dividend- 
Paying 
Equities

Diversified 
Funds

Tactical 
ETFs

Yield Select Components
Yield Select portfolios balance growth and income from three complementary 
buckets. The first is a highly diversified basket of individual dividend-paying 
stocks. The second is an array of high-yielding funds. And the third is a 
collection of ETFs that aim to provide tactical exposure to what we view as 
the optimal income-producing asset classes at that point in time.

*Ned Davis Research
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Systematic Stock Selection Process
Our rigorous quantitative screening process employs 
numerous techniques, which are refined at the industry 
level, to identify firms that stand out among peers in 
terms of balance-sheet strength and operating efficiency. 
The goal is to select stocks for inclusion in the portfolio 
with heightened dividend yields without exposing the 
portfolio to undue risks.

We believe it is important to limit our universe to those 
companies that are also able to internally fund ongoing 
operating and capital expenditures rather than rely on 
external financing.

Next, emphasis is placed on avoiding severely distressed 
companies using balance-sheet analysis to identify red 
flags, such as under-funded pension plans, weaknesses 
in internal controls, and material off-balance-sheet obli-
gations. We systematically identify firms with a high risk 
of earnings shortfalls, material earnings restatements, or 
the potential need for unexpected and dilutive infusions 
of outside financing—all of which could jeopardize  
the dividend.

From this filtered subset, we then seek to identify firms 
which exhibit time-tested investment characteristics, 
such as an attractive dividend yield backed by a reason-
able payout ratio relative to earnings and free cash flow, 
above-average sales and earnings growth, consistent 

growth in book value, and long-term above-average 
return on capital. Each firm is ranked based on our fa-
vored valuation and growth metrics relative to its sector 
and only companies rating in the top 20 percent of our 
universe are considered for entry into the portfolio.

Another factor we consider is the ability and willingness  
of a company to deliver above-average dividend growth. 
This often reflects strong business fundamentals and  
a management team that is focused on providing 
shareholder value. Finally, after the individual names 
are identified, we conduct various technical analysis 
screens in an effort to identify the securities which 
are most attractive from a timing perspective. From 
the companies identified in our stock selection 
process, a portfolio is constructed with an emphasis 
on sector diversification and with limits on exposure 
to specific macro factors. For example, no sector will 
account for more than 25 percent of the portfolio, 
which differentiates Yield Select from the heavy 
sector concentration that is prevalent among many 
value-based portfolio managers. Moreover, the sector 
exposure of the portfolio is dynamically adjusted using 
tactical asset allocation models.

CASH-FLOW 
EVALUATION
(initial stock pool)

FORENSIC 
ACCOUNTING
FILTER

FUNDAMENTAL 
AND VALUATION 
ANALYSIS

FINAL 
RANKING

Systematic Stock Selection Process
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Flexibility Designed to Sidestep 
Negative Trends
The uncertain variability of financial markets is a key 
reason for the need for active management of investor 
portfolios. After all, a bell does not sound to indicate the 
start of a bear or bull market, which is why we believe 
static portfolio allocations, or allocations that rebalance 
on a pre-set schedule, may expose your portfolio to 
unnecessary risk. Moreover, individual asset classes 
have historically performed differently under varying 
market conditions. Therefore, the goal of Yield Select is 
to use a rigorous process to attempt to identify broad 
market directions and trends, and then periodically 
adjust a percentage of the portfolio to fit the analysis of 

current market conditions and increase or decrease the 
exposure to equity- and interest-rate risks.

Through the design and implementation of quantitative 
systems, portfolio managers filter and process large 
amounts of data to quantitatively assess risk/reward 
opportunities by better interpreting market themes 
and deciding when to act. Of course, every cycle is 
different and there are limitations to historical analysis. 
Nevertheless, the idea is to generally stay on the 
right side of investment-cycle trends in order to help 
maximize return potential and better manage volatility.

The ultimate goal is a portfolio that adheres to your 
long-term objectives while benefitting from the flexibility 
afforded by this nimble approach.

Seeking Yield and Growth
Investors seeking yield and growth are currently  
confronted with unique challenges related to market  
volatility, interest-rate fluctuations, inflation and more. 
Tower Square Investment Management believes in so-
phisticated solutions that rely on investment expertise 
and systematic processes to manage risk and mitigate 
the negative effects of market volatility. We create 
strategies to address a wide variety of investor needs, 
understanding that your complete solution may be 

composed of multiple strategies that together attempt to 
fulfill your specific objectives.

Yield Select represents a balanced strategy that seeks 
to produce income and achieve long-term growth with 
reduced risk. Talk to your advisor today to understand 
how Yield Select may play a valuable role in your overall 
investment portfolio.
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Yield Select represents 
a balanced strategy that 
seeks to produce income 
and achieve long-term 
growth with reduced risk.
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Fixed income investing entails credit risks and interest-
rate risks. When interest rates rise, bond prices generally 
fall and the fund’s share prices can fall. Stocks and bonds 
have different risks, since bonds, if held to maturity, may 
offer both a fixed rate of return and a fixed principal value.

Investments seeking to achieve higher returns also involve 
a higher degree of risk. The return and principal value of 
stocks fluctuate with changes in market conditions. Shares, 
when sold, may be worth more or less than their original 
cost. Past performance does not guarantee future results.

The S&P 500 Index is a weighted, unmanaged index com-
posed of 500 large-cap stocks. It provides a broad indi-
cator of stock price movements. Investors cannot invest 
directly in an index.

Asset allocation, which is driven by complex mathemati-
cal models, should not be confused with the much simpler 
concept of diversification.  While both diversification and 
asset allocation may help reduce volatility and risk, they 
do not guarantee future performance.

Diversification and asset allocation do not guarantee a 
profit or protect against loss in a declining market. They 
are methods used to help manage risk.

There is no certainty that any investment or strategy will be 
profitable or successful in achieving investment objectives. 
Closed-End Funds (CEFs) may have investment objectives 
other than matching a particular market index, may have 
a tendency to trade below net asset value (NAV) and are 
subject to liquidity risk. CEFs are subject to risks similar to 
those of stocks. Investment returns will fluctuate and are 
subject to market volatility, so that an investor’s shares 
may be worth more or less than their original cost. Past 
performance is no guarantee of future results.

There are unique potential risks associated with the spe-
cific asset classes that each fund represents. Investments 
in smaller companies typically exhibit higher volatility. In 
addition to the normal risks associated with investing, nar-
rowly focused investments typically exhibit higher volatil-
ity. International investments may involve risk of capital 
loss from unfavorable fluctuation in currency values, from 
differences in generally accepted accounting principles, 
or from economic or political instability in other nations. 
Emerging markets involve heightened risks related to 
the same factors as well as increased volatility and lower 
trading volume. Real Estate Investment Trust (REIT) in-
vestments are subject to changes in economic conditions, 

credit risk and interest-rate fluctuations. Bonds and bond 
funds will decrease in value as interest rates rise. Mas-
ter Limited Partnerships’ (MLP) risks include, but are not 
limited to, changes in economic and political conditions; 
regulatory and legal changes; MLP industry risk; leverage 
risk; valuation risk; interest-rate risk; tax risk; concentra-
tion in the natural resource sector among others. Com-
modities markets have historically been extremely volatile.

An investor should carefully consider investment objectives, 
risks, charges and expense before investing in an exchange 
traded fund (ETF) or mutual fund. This information and 
more complete information, including potential risks, are 
included in each ETF or mutual fund prospectus, which can 
be obtained from your financial advisor. Read the prospectus 
carefully before investing. There is no certainty that any  
investment or strategy will be profitable or successful in 
achieving investment objectives.

ETFs and mutual funds are subject to risks similar to those 
of stocks. Investment returns will fluctuate and are subject 
to market volatility, so that an investor’s shares when 
redeemed may be worth more or less than their original 
cost. Past performance is no guarantee of future results. 

Nothing in these materials shall be construed as offering 
or disseminating specific investment, tax, or legal advice 
to any individual without the benefit of direct and specific 
consultation with an investment adviser representative 
authorized to offer Tower Square Investment Management 
services. Information contained herein shall not constitute 
an offer or a solicitation of any services. Past performance 
is not a guarantee of future results.

The Yield Select strategy is available through certain ad-
visory programs sponsored by affiliated and non-affiliated 
registered investment advisers. The Yield Select strategy 
was formerly available through legacy programs spon-
sored by First Allied Advisory Services, Inc. For more  
information about the legacy programs, please reference 
First Allied Advisory Services, Inc.’s Form ADV disclosure 
brochure. For more information about the Tower Square 
Yield Select strategy and available advisory programs, 
please reference the Tower Square Investment Manage-
ment LLC Form ADV disclosure brochure and the disclosure  
brochure for the registered investment adviser your in-
vestment adviser representative is affiliated with. Please  
consult with your investment adviser representative for his 
or her specific firm registrations and programs available.
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About Tower Square Investment Management
Tower Square Investment Management LLC is an SEC registered investment 
adviser owned by Cetera Financial Group..® It provides investment research, 
portfolio and model management, and investment advice to its affiliated broker-
dealers, dually-registered broker-dealers and registered investment advisers.

About Cetera Financial Group
Cetera Financial Group® is the retail investment advice platform of RCS Capital 
Corporation (NYSE: RCAP) that delivers the benefits of scale to its family of inde-
pendent broker-dealer firms and registered investment advisers while providing a 
framework that nurtures relationships, unique cultures and unbiased objectivity. As 
the second largest independent financial advisor network in the nation by number 
of advisors and a leading provider of investment programs to financial institutions, 
Cetera Financial Group provides award-winning wealth management and advisory 
platforms, comprehensive broker-dealer and registered investment adviser ser-
vices, and innovative technology to its family of broker-dealer firms nationwide.

Through those firms, Cetera Financial Group offers the stability of a large, estab-
lished broker-dealer and registered investment adviser, while serving independent 
and institutions-based financial advisors in a way that is customized to their indi-
vidual needs. Cetera Financial Group is committed to helping advisors grow their 
businesses and strengthen their relationships with their investor clients. All of the 
Cetera Financial Group broker-dealer firms are members of FINRA/SIPC. For more 
information, visit ceterafinancialgroup.com.

For more information, please contact:

Tower Square Investment Management LLC 
200 N. Sepulveda Blvd., Suite 1200, El Segundo, CA 90245


